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e A case history in community economic development 


Recipe For A Research Park 


“Take an option on 210 acres of raw farm 
land; annex to city; add streets, water and 
sewer facilities; baste with thoughtful, well- 
defined zoning restrictions; mix thoroughly 
with generous amount of community enthusi- 
asm...” 


HESE are the ingredients which are 

blended into the Greater Ann Arbor Re- 
search Park, Inc., an unusual community en- 
terprise which could have far reaching rami- 
fications affecting Michigan’s complex indus- 
trial economy. 

For well over a century, the City of Ann 
Arbor has been known chiefly as the home of 
The University of Michigan—a distinguished 
educational institution of international repu- 
tation. Today, Ann Arbor is assuming a new 
character and stature, hailing itself as the 
“Research Center of the Midwest.” This slo- 
gan is reinforced by an impressive and grow- 
ing directory of research and development 
facilities, and if plans by the Ann Arbor 
Chamber of Commerce are successful, more 
are sure to follow. i 

This is so largely because The University 
of Michigan sustains and nourishes the type 
of highly diversified basic and applied research 
program on which commerce and industry 
thrive. 

As any Chamber of Commerce executive, 
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politician, or student of urban planning 
knows, the field of “industrial development” | 
is a fast growing one. This is true for many — 
reasons, but chief among them is the scramble — 
among cities, states, and even whole geograph- 
ical regions for new industry—with its re- 
sultant economic benefits measured in tax 
revenues, jobs, and consumer demand for 
goods and services of all kinds. 


Competition for New Industry 


In our own State of Michigan, which has 
undergone considerable abuse recently in 
terms of general economic climate, this type 
of industry “bird dogging” is reaching a 
feverish pace. No fewer than 104 cities in 
Michigan have some sort of community in- 
dustrial development program. The Michigan 
State Chamber of Commerce was organized 
two years ago to promote the business climate. 
The Michigan Industrial Ambassadors pro- 
gram, described by its energetic and articulate 


’ Chairman, Roblee B. Martin, in the July 


1961 issue of Michigan Business Review, is 
selling the merits of Michigan to any individ- 
ual or group who will listen to its compelling 
arguments. The Michigan Department of 
Economic Development likewise is selling 
the “Water Wonderland” state in an effort to 
attract new industry. The MDED is also 
carrying on a research program to study the 
movements of industry, to diagnose problems 
facing the State and to prescribe measures to 
cure these problems. 

In spite of this activity, those in the busi- 
ness realize only too keenly that the competi- 
tion for new industry is intense. But individual 
and group initiative can pay handsome divi- 


| 


GAARP 


GREATER ANN ARBOR RESEARCH PARK 


Photograph of Model of Greater Ann Arbor Research Park 


dends if the program for economic develop- 
ment is conducted on a rational, well thought- 
out and business-like basis. Such an approach 
has been the objective of the Ann Arbor 
Chamber of Commerce in its program to 
capitalize on the unusual opportunities offered 
to expand Ann Arbor as a major center of re- 
search activity. 


Federal-Mogul First in Research Park 


More than four years of planning and co- 
operative effort have been invested in the 
Greater Ann Arbor Research Park, Inc. 


(GAARP). The first fruits of the project were 
harvested on August 31 of this year when 
Federal-Mogul-Bower Bearings, Inc. an- 
nounced its plan to build the initial research 
laboratory in the Park. 

The Federal-Mogul Division, which has 
maintained a research operation in Ann 
Arbor since 1946, is one of the world’s largest 
producers of engine bearings for automotive 
and industrial uses. 

To be situated on a six-acre parcel near 
the entrance of the Park, the proposed 23,200- 
square foot facility will be furnished with the 
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latest equipment and tesing devices for metal- 
lurgical and chemical research. The laboratory 
is scheduled to be in operation by the summer 
of 1962. 

With Federal-Mogul pioneering, the Re- 
search Park’s developers are confident that 
other organizations will soon follow—and, in- 
deed, that the 210-acre project may be entire- 
ly committed within two or three years. 


Development of the Project 


Major roles in the development of GAARP 
were performed by the City of Ann Arbor, 
The University of Michigan, and coordinated 
under the leadership of the Ann Arbor Cham- 
ber of Commerce. 

The Research Park, which in effect repre- 
sents an integrated subdivision for industrial 
and research activities, had its conception in 
1957 with the establishment of the Chamber 
of Commerce Committee on Economic Devel- 
opment. This group was given the broad 
charge of analyzing Ann Arbor’s economic 
climate, and primarily to explore means of at- 
tracting “clean” industry, compatible with 
the character of the community. Concurrently, 
the Systems Division of the Bendix Corpora- 
tion decided to build a research and develop- 
ment facility in Ann Arbor chiefly because of 
the existence of extensive personnel and lab- 
oratory resources present on the University 
of Michigan campus. 

The following year, Parke, Davis and Com- 
pany announced its intent to construct a 
major research laboratory in Ann Arbor. Stim- 
ulated by this good fortune, the Economic 
Development Committee quickly appraised 
and recognized the opportunities to promote 
Ann Arbor as a center for industrial research. 

There were, however, many and varied ob- 
stacles immediately evident as the Committee 
contemplated the problems involved in setting 
up a research park. Clearly the area must be 
serviced with municipal utilities. Proper zon- 
ing was necessary. Topography was an import- 
ant factor. And the site must be easily accessi- 
ble to major sources of transportation. But 
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the seemingly insurmountable problem was 
the absence of suitable land combining these 
features and the capital necessary to acquire 
and develop the park prior to generating the 
necessary revenue through resale of the prop- 
erty. 

Financing the Park 

The Committee considered at length the 
possibilities of financing this venture, includ- 
ing a public subscription of the necessary 
capital for site acquisition and internal de- 
velopment. When estimates indicated that 
these costs might amount to a million dollars 
or more, such a campaign was immediately 
rejected as just too ambitious an undertaking. 

The break-through occurred in 1960 when a 
210-acre parcel of land became available in 
Pittsfield Township about three miles south 
of the Ann Arbor city limits. It seemed ideally 
located in its proximity to the main University 
of Michigan campus, and its location along a 
major interstate highway linking Detroit 
and Chicago as well as being close to two 
metropolitan air terminals. However, the site 
under consideration was still raw farm land 
and while the asking price was reasonable, the 
Chamber of Commerce had no funds to pur- 
chase the land outright. 

To overcome this problem, the suggestion 
was advanced that the property owners make 
the land available to the Chamber of Com- 
merce under an option arrangement whereby 
the property would be paid for as individual 
industrial sites were sold. The owners agreed 
to this proposition, and now it was necessary 
to negotiate with the City of Ann Arbor to in- 
stall municipal utilities on the same deferred 
payment basis. 

This the City agreed to do, and on July 27, 
1960, Greater Ann Arbor Research Park, Inc., 
a nonprofit Michigan corporation, was char- 
tered to develop the site into an industrial re- 
search subdivision. On October 14, 1960, the 
210 acres together with a linking strip of land 
were annexed to Ann Arbor to make possible 
the extension of city sewer and water facilities. 


Planning the Sites 

With the site and utility problems over- 
come, the Chamber of Commerce set about 
planning the area into individual building 
sites in order to afford maximum flexibility in 
accommodating the space needs of prospective 
park occupants. Accordingly, the Park has 
been divided into two major sections, divided 
by the Ann Arbor Railroad which bisects the 
Park and affords rail transportation to occu- 
pants. On the west side there are 33 sites 
which average about three acres each and 
which can be acquired in multiples of two or 
more. On the east side of the Park, sites are 
available from a minimum of about 10 acres 
upwards to 50 or more acres. The smaller sites 
have been priced at $10,200 per acre, a price 
which includes the land, all development 
costs, and completely serviced with city utili- 
ties including paved streets, curb and gutter, 
and tree plantings along the street frontage. 
The all-inclusive per acre price of sites on the 
east side has been set at $7,400 for a minimum 
parcel of 10 acres. 

The Research Park is ideally situated geo- 
graphically. It is located at the junction of the 
Interstate 94 Expressway, an east-west high- 
way, and State Street, a major city and coun- 
ty artery. The junction of Interstate 94 and 
the U.S. 23 Expressway, running north and 
south, is three miles east of the Park entrance. 
Both Willow Run and Detroit Metropolitan 
air terminals are located on Interstate 94 just 
13 and 26 minutes, respectively, of non-stop 
driving from the Research Park. Downtown 
Detroit, at the eastern terminus of Interstate 
94, is 50 minutes from the Park. 


Zoning Classification 


Much planning and consideration was given 
to the zoning classification for the Research 
Park. To preserve the basic aims of the proj- 
ect and for the protection of the occupants, a 
Research District zoning classification was 
established, the intent of which is to permit 
activities “designed solely for research centers 
to serve the needs of commerce and industry.” 
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Artist’s rendering of Federal-Mogul-Bower Bearings, 
Inc., Research Laboratory. 


Permitted principal uses are defined as in- 
cluding: 

a. Industrial research, development and 
testing laboratories and offices with limitations 
on manufacturing (50 per cent or more of the 
total floor area shall be devoted to research 
operations and not over 25 per cent of em- 
ployees shall be engaged in manufacturing 
process at any one time). 

b. Scientific research, development and 
testing laboratories, and offices. 

c. Business research, development and 
testing laboratories, and offices. 

Area, bulk, height, placement, and parking 
regulations also are prescribed. 

The land annexation involving the Park, 
incidently, has opened up several hundred 
acres of contiguous property which is suitable 
for development by light industry. These sites, 
of course, would have no limitations on manu- 
facturing operations other than the standard 
industrial zone qualifications. 


Growth of Research in Ann Arbor 


Greater Ann Arbor Research Park was de- 
veloped and made possible because of its 
proximity to the vast complex of investiga- 
tions being conducted by the faculty and staff 
of The University of Michigan. This is a com- 
plex of truly fantastic proportions ac’ ording 
to almost any valid index of activity. 

One popular index, of course, is dollar 
volume. Here the trend has been explosive. In 
1930, for example, University research ex- 
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penditures amounted to $708,000. By 1940, 
the figure advaniced modestly to an annual 
rate of $959,000. But in the following decade, 
marked by the technology advances brought 
about by World War II and the immediate 
post-war years, the volume increased 500 
per cent to $5,135,000 for the year 1950. This 
rate continued during the 50’s with the level 
reaching some $26,000,000 during 1960— 
another 500 per cent increase for the decade. 
It requires only an elementary calculation to 
project the dollar volume which may be ex- 
pected by 1970, and it could well be a nine- 
digit figure. 

Another measurement is personnel. About 
1,000 members of the University of Michigan 
faculty—nearly two thirds of the academic 
staff—are engaged in some type of research 
activity. In addition, some 2,000 students are 
employed as research assistants each year. 

Administration of this vast research pro- 
gram is conducted through the office of Vice 
President for Research, Dr. Ralph A. Sawyer. 
It includes such agencies as the Institute of 
Science and Technology; the Michigan 
Memorial Phoenix Project, the nation’s first 
“atoms for peace” program; the Industry 
Program of the College of Engineering; the 
Institute of Industrial Health; the Mental 
Health Research Institute; and various other 
health science research institutes; the Insti- 
tute for Social Research; the Institute for 
Human Adjustment; and other University 
agencies too numerous to mention here. 

Of course, it takes more than dollars, man- 
power and administrative agencies to conduct 
a high level, diversified research program. 
Laboratory and equipment facilities available 
through The University of Michigan include 
such sophisticated hardware as the million- 
watt Ford Nuclear Reactor; a high precision 
radio telescope capable of picking up signals 
from the sun and distant galaxies; a super- 
sonic wind tunnel which develops velocities 
up to 2,960 miles per hour—four times the 
speed of sound; and a new multimillion-dollar 
cyclotron now under construction which when 
completed will yield the most precise energy 
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measurements of any known comparable 
equipment in the world. And these are only a 
few of the thoroughbreds in the University’s 
stable of research facilities. 


Examples in the 
College of Engineering 
The range and scope of laboratories in the 
College of Engineering alone merit listing 
here as dramatic evidence of these facilities: 


Aeronautical and Astronautical Engincer- 

ing 

. Aerodynamics Laboratory 

. Aircraft Propulsion Laboratory 

. Aircraft Structures Laboratory 

. Hypersonic Wind Tunnel 

. Instrumentation Laboratory 

. Supersonic Wind Tunnels 

Chemical and Metallurgical Engineering 

1. Electron Microscope Laboratory 

2. General Metallography Laboratory 

3. High Pressure Chemical Reaction 
Laboratory 

4. High Pressure Thermodynamic 
Properties Laboratory 

5. High Temperature Creep Laboratory 

6. Mass Spectrometry Laboratory 

7 
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. Metal Diffusions Laboratory 
. Multiphase Laboratory 
9. Pilot Scale Unit Operations Laboratory 
10. Semi conductor Materials Laboratory 
11. X-Ray Diffraction Laboratory 
Civil Engineering 
. Highway Materials Laboratory 
. Hydraulic Engineering Laboratory 
. Lake Hydraulics Laboratory 
. Meteorological Laboratories 
. Sanitary Engineering Laboratory 
. Structures Laboratory 
. Transportation Institute 


Electrical Engineering 

. Cooley Electronics Laboratory 

. Digital Computer Laboratory 

. Electron Physics Laboratory 

. Feedback Control Systems Laboratory 
. Plasma Engineering Laboratory 
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6. Power Systems Laboratory 
7. Radiation Laboratory 
8. Radio-Astronomy Observatory 
9. Solid State Laboratory 
10. Space Physics Research Laboratory 
Mechanical Engineering 
1. Automotive Engineering Laboratory 
2. Gaging Laboratory 
3. Heat Transfer and Thermodynamics 
Laboratory 
4. Instrumentation Laboratory 
5. Machinability Laboratory 
6. Machine Tool Laboratory 
7. Materials & Processes Laboratory 
8. Mechanical Analysis Laboratory 
9. Plastic Working Laboratory 
10. Power & Fluids Laboratory 
11. Welding Laboratory 
Naval Architecture & Marine Engineering 
1. Ship Model Towing Tank 
(Equipped to evaluate resistance, pro- 
pulsion, propellers, - maneuverability 
and steering. ) 


Communication and Contacts 


Closely associated with the research pro- 
grams of the University are the conferences, 
lecture series, symposia, and other technical 
meetings that are sponsored by industries, 
professional societies, foundations, and the 
like. The Industry Program alone sponsors 
25 to 30 such programs each year designed for 
discussion of technical problems with indus- 
trial representatives. 

The industries that now have research units 
in Ann Arbor have an added advantage in that 
their personnel may take courses at the Uni- 
versity for credit towards advanced degrees or 
for betterment of their technical position 
within the organization. In addition, these 
same industries can employ graduate students 
from the University on a part-time basis prior 
to graduation, this aiding the student’s edu- 
cation and forming a relationship favorable to 
the company for recruiting purposes. Pre- 
sumably, occupants of the Research Park will 
find this opportunity for association with 


faculty and student personnel a valuable 
bonus if not one of the compelling factors in 
selecting Ann Arbor as a site for a research 
and development operations. 

This research environment has of course 
resulted in a marked shift in the complexion 
of Ann Arbor’s employment classifications. 
Fifteen years ago, employment was roughly 
equally distributed between University of 
Michigan staff members, service (retail, com- 
mercial, professional people), and workers en- 
gaged in manufacturing jobs. Today, the Uni- 
versity staff numbers about 10,000 people. 
There are about 5,000 people employed in the 
manufacturing and service categories, and 
private research has opened up an entirely 
new classification of people engaged in private 
research, of which there were about 1,000 at 
the last reckoning. As GAARP sells laboratory 
sites and these are developed, the number will, 
of course, grow. 

The prospective impact of GAARP on Ann 
Arbor tax revenue-wise also produces some in- 
teresting statistics. It is estimated that the 
local tax base will be increased by some 
$25,000,000 when the Park is fully developed. 
This represents an increase of nearly 25 per 
cent over the 1960 assessed valuation of 
$111,000,000. The added tax base will pro- 
duce total property tax revenues of some 
$433,000 yearly for the support of the munici- 
pal and county governments and the public 
schools. A conservative estimate of the in- 
vestment in buildings which will be con- 
structed in the Park is nearly $100,000,000. 

Whereas there are not as yet figures to as- 
sess the effect of GAARP on the State of 
Michigan, it is clear that the project will be 
felt in several important ways. 

1. The project is of sufficient size as to 
make direct and indirect contributions to the 
State’s tax base where added revenues are 
sorely needed to meet increasing costs of 
education and other programs. 

2. GAARP will help provide jobs in a state 
where industrial growth and population trends 
point to the need for 90,000 new jobs per year 
to maintain a healthy economy. 
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3. The research activities being carried on 
in the Park and elsewhere in the Ann Arbor 
area are sure to result in new manufacturing 
methods, new processes, and new products 
with applications in many industries. 

4, Sis, in turn, could lead to possibly the 
most ..uportant factor of giving Michigan a 
greater diversification in its industrial econ- 
omy which has been traditionally and histori- 
cally built around automobiles and tourism. 
The relative stability of this diversification 
would be a welcome change in the economic 
climate of a state which has such abundant 


resources in location, know-how, natural 
beauty, water, and skilled manpower. 

Greater Ann Arbor Research Park, Inc., 
does not pretend to be unique as an integrated 
area for industrial research activities. Neither 
is the Park’s close association with a major 
research-oriented university, and certainly not 
as a project being promoted on a non-profit 
basis by a Chamber of Commerce. But, in- 
deed, GAARP does represent a refreshing and 
shining example of what an individual com- 
munity can do to help itself and its neighbors 
—employing individual and group initiative 
towards a common objective. 


THE ORIGINAL FULLER BRUSH MAN 
A FOOT IN THE DOOR, by Alfred C. Fuller, as told to Hartzell Spence. New York: 


McGraw-Hill, 1960, 250 pages, $4.50. 


In 1906, after having lost three jobs, and having met with unexpected 


success in selli 


the brushes of a local manufacturer, Alfred C. Fuller went into business for himself. 
He put up a bench twelve feet long in the basement of his married sister’s house in 
Somerville, Massachusetts where he was living, and with a total investment of $65 in 
simple machinery and materials he started making brushes. His routine involved selling 
brushes, making them, and delivering and collecting for them on Saturday when the 
housewife purchaser’s husband would be home with his pay. 

As Mr. Fuller reports, “In 1906, no one with even a high school education who valued 
his future would have entered so unlikely a career as manufacturing brushes and selling 
them from door to door. . . . I soon discovered why. Not only were brushes themselves 
primitive, but door-to-door selling was the worst imaginable type of merchandising. 
For 200 years Yankee peddlers had given direct selling a bad name. Most urban house- 
wives had a firm rule never to ~y their doors to a salesman. To purchase from one 
was an invitation to be defrauded.” 

Mr. Fuller undertook to make good brushes. On the basis of his experience that the 
useful article sells itself, he states, “Getting in is the trick. After that anyone worth his 
sample case can make a sale.” 

is is not to say that the activity is without difficulties. Dogs comprise one. Says 
Fuller: “The trick of avoiding the occupational hazard of dog-bite is to look the animal 
firmly in the eyes and walk up to the door as th the salesman were a friend of the 
family, all the while keeping the durable sample kit between himself and the canine. 
So successful is our technique that the Post Office Department in Washington once 
wrote us for its details; evidently mail carriers have less luck.” 

Mr. Fuller soon moved his business to Hartford, Connecticut. Later he sought wider 
distribution and the results astonished him. The business soared to the great institution 
that has made the “The Fuller Brush Man” famous throughout the land. 

Appraisal: A warm and delightful book telling in detail the way in which a man 
built a tiny business into a huge enterprise, well justifying the award to Mr. Fuller of 
the Horatio Alger Award. 

J. Philip Wernette 
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e Analysis of a complex problem 


United States Gold Reserves 


and World Liquidity 


ow three years—1958, 1959, and 1960— 
gold flowed out of the United States at the 
rate of $1.7 billion per year. During this 
period the gold stock of the United States 
declined from a high of $22.86 billion at the 
beginning of 1958 to a low of $17.80 billion at 
the end of 1960. It is true that there has been 
some improvement in the gold situation dur- 
ing the current year. But even with this im- 
provement, the United States continued to 
lose gold during the first half of 1961 at the 
rate of $600 million per year. 

This persistent outflow of gold during the 
past three and a half years has created two 
dangers—one immediate and the other po- 
tential. The immediate danger is that failure 
to check the gold outflow would undermine the 
confidence in the soundness of the dollar and 
lead to massive withdrawals of dollar balances 
by foreign interests. The potential danger is 
that United States efforts to check the outflow 
of her gold may set the stage for a financial 
crisis for the world at large. 

The enlightened businessman is very much 
concerned with these developments affecting 
the American economy. The questions most 
frequently asked by the business community 
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are: Why has gold been flowing out of the 
country in recent years? How adequate is our 
stock of gold reserves? What world financial 
problem is likely to result, if the United 
States succeeds in balancing her international 
accounts? Can the United States eliminate her 
international payments deficit without at the 
same time touching off a world financial crisis? 
The purpose of this paper is to explore these 
questions. 


Statistics of U.S. Monetary Reserves 
The monetary reserves of a country are 


usually defined as assets which its authorities 


can readily command for the purpose of 
meeting payments to other countries. Such 
reserves in the United States take the form of: 
(1) the official gold holdings of the United 
States, (2) “net Fund position,” and (3) the 
short-term foreign assets of U.S. banks. The 
first one of these three items is self-explana- 
tory. The second item, net Fund position, re- 
fers to the net creditor claim of the United 
States government against the gold holdings 
of the International Monetary Fund. The 
third item, short-term foreign assets of U.S. 
banks, consists of assets owned by private 
American interests and not by the U.S. mone- 
tary authorities. But since these private as- 
sets add strength to the U.S. reserve position, 
they have been included in our concept of U.S. 
monetary reserves. 

As can be seen from Table 1, total U.S. 
monetary reserves, so defined, increased from 
$25.27 billion at the end of 1951 to a high of 
$27.04 billion at the end of 1957, then rapidly 
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declined to a low of $22.95 billion at the end 
of 1960. During the 1958-1960 period, the 
sum of short-term foreign assets of U.S. banks 
and net Fund position actually increased 
slightly. But the decline in U.S. official gold 
holdings ($5.06 billion) was much greater 
than this increase in the sum of short-term 
foreign assets and net Fund position. However, 
in spite of this recent gold loss, the United 
States at the end of 1960 still held $17.8 bil- 
lion in gold, roughly 47 per cent of the mone- 
tary gold of all countries in the free world, 
and had a monetary reserve totaling nearly 
$23 billion. 


Adequacy of U.S. Monetary Reserves 


The fact that current U.S. monetary re- 
serves total nearly $23 billion does not settle 
the question of the adequacy of our reserves. 
The adequacy of a given amount of reserves 
can be judged only in the light of the prospec- 
tive demand for reserves that is likely to arise. 
Clearly, no amount of reserves could be ade- 
quate to meet the continual deficits in a coun- 
try’s balance of payments. The concept of re- 
serve adequacy assumes, therefore, that the 


proper function of monetary reserves is to 


meet a payments deficit of a temporary na- 
ture. 

A potential source of temporary disturb- 
ance in a country’s balance of payments is its 
current accounts. If private capital and U:S. 
government accounts are zero, an excess of 
imports over exports of goods and services re- 


TABLE 1 
Mowetary RESERVES OF THE UNITED STATES, 
1950-1960 (IN BILLIONS OF DOLLARS) 
Short-term 


End of Foreign Net 
Year Gold Assets of Fund Total 
U.S. Banks _ Position 

1950 22.82 0.90 1.45 25.17 
1951 22.87 0.97 1.43 25.27 
1952 23.25 1.05 1.46 25.76 
1953 22.09 0.90 1.37 24.36 
1954 21.79 1.39 1.19 24.37 
1955 21.75 1.55 1.04 24.34 
1956 22.06 1.95 1.61 25.62 
1957 22.86 2.20 1.98 27.04 
1958 20.58 2.54 1.96 25.08 
1959 19.51 2.62 2.00 24.13 


1960 17.80 3.59 1.56 22.95 


Source: International Financial Statistics XIV (June, 
1961), 262-263 and VIII (October, 1955), 198-199. 
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sults in a deficit in the balance of payments. 
That is why economists often calculate the 
ratio of monetary reserves to annual imports 
as a test of a country’s reserve adequacy. The 
assumption underlying this measure of ade- 
quacy is that imports must be kept up if a 
country is to maintain its consumption and 
production.’ For the United States the ratio 
of monetary reserves to annual imports was 
1.67 in 1951, 1.36 in 1955 and 0.99 in 1960. 
It should be pointed out that the United States 
had a current account surplus in every year 
except one during the entire postwar period. 
The conclusion seems warranted therefore that 
the United States has ample monetary reserves 
for meeting any trade deficits that may arise. 

The fact that the United States appears to 
possess ample reserves for meeting any trade 
deficits that may arise should not be inter- 
preted to mean that she possesses adequate re- 
serves. For, in relation to the rest of the world, 
the United States is not merely one of its 
trading partners, but also its banker. Through- 
out most of the free world, dollar balances 
are being held by foreign central banks as 
currency reserves and by foreign traders and 
investors as working balances. As of the end 
of 1960 these short-term liabilities of the 
United States totaled $17.41 billion, of which 
$10.38 billions were held by foreign govern- 
ments and $7.03 billion by foreign private 
interests.2 Under present law in the United 
States, foreign official dollar balances are con- 
vertible into gold on demand, upon certifica- 
tion by the Secretary of the Treasury, whereas 
foreign private balances are not. But private 
balances can be sold by their owners to their 
respective central banks and thus become con- 
vertible on demand. For computing interna- 
tional liquidity, foreign dollar balances, there- 
fore, must be treated as indirect claims on 
United States gold stock. 

A useful device for gauging the ability of 
this country to withstand conversion of foreign 


1 Edward M. Bernstein “The Adequacy of United 
States Gold Reserves,” American Economic Review 
LI (May, 1961), 441. 

2 International Financial Statistics XIV (June, 
1961), 263. 
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dollar balances into gold is the ratio of gold 
reserves to short-term foreign liabilities.* As 
Table 2 shows, during 1950-1960, while gold 
reserves declined by roughly one-fourth, short- 
term foreign liabilities more than doubled. As 
a result, during this period the value of the 
ratio of gold reserves to short-term foreign lia- 
bilities declined from 3.0 to 1.0. At the end 
of 1960, U.S. gold reserves stood at $17.80, as 
compared with $17.41 billion of short-term 
foreign liabilities. 
TABLE 2 


tio of 
Short-term 
Year Gold Foreign to Short-term 
Reserves Liabilities F 
ities 
1950 22.82 7.12 32 
1951 22.87 7.66 3.0 
1952 23.25 8.96 2.6 
1953 22.09 10.02 2.2 
1954 21.79 11.14 2.0 
1955 1 21.75 11.72 1.9 
1956 22.06 13.54 1.6 
1957 22.86 13.63 1.7 
1958 20.58 14.61 1.4 
1959 19.51 16.23 1.2 
1960 17.80 17.41 1.0 


Source: Same as for Table 1. 


The fact that U.S. gold reserve is only 
slightly larger than U.S. short-term foreign lia- 
bilities does not mean that this country’s re- 
serve position is bordering on inadequacy. As 
long as the United States retains its position 
as world banker, foreign traders and investors 
will continue to hold dollar deposits as work- 
ing balances and foreign central banks will 
continue to use dollars deposits as currency 
reserves. As world trade expands, foreigners 
can be expected to increase, rather than re- 
duce, their dollar balances. All this assumes, of 
course, that the world has confidence in the 
continued convertibility of the dollar into gold 
at the present price of $35 per ounce. However, 
it was the wavering of this very confidence 
that found its expression so dramatically in 
the London market when the price of gold was 


3 Under present law, about two-thirds of our gold 
stock serves as required reserves against the currency 
and deposit liabilities of the twelve Federal Reserve 
Banks. But, if Congress so desires, all of the U.S. 
gold can be made available to meet our international 
obligations. 


bid up to $40.60 an ounce in October 1960. 
As we shall presently see, the United States 
has recently been running a balance of pay- 
ments deficit at the rate of over three billion 
dollars a year. If this payments problem re- 
mains unsolved, the prospect of a chronic defi- 
cit may so weaken foreign confidence in the 
dollar that our gold reserve may be called 
upon not only to finance our current deficits, 
but also to meet massive withdrawals of dollar 
balances by foreign interests. No amount of 
gold reserves will be adequate under these un- 
favorable conditions. The adequacy of our 
present gold reserves is thus seen to depend ul- 
timately on our ability to close the gap in our 
balance of payments reasonably soon. 


U.S. Balance of Payments 


Let us, therefore, turn to our balance of 
payments for the purposes of (1) determin- 
ing the cause of our payments deficits and 
(2) assessing the prospects of an early elimi- 
nation of the deficit. 

Table 3 summarizes the balance of pay- 
ments of the United States for the period 
1950-1960. A careful analysis of the data re- 
veals several points which help to place the 
current payments problem in its proper per- 
spective. First, the U.S. external deficit of 
which the American ‘public suddenly became 
aware in 1960 was not at all a problem of recent 
origin. Except in 1957, when there was a small 
surplus, the United States has been experienc- 
ing a deficit in her balance of payments in 
every year since 1950. (See row entitled 
“Over-all balance” in Table 3.) However, dur- 
ing 1950-55, the bulk of these deficits was fi- 
nanced by increased foreign holdings of liquid 
dollar assets. Thus, while deficits in these six 
years totaled $9.8 billion, foreign holdings of 
liquid dollar assets increased by $7.0 billion, 
and only $2.8 billion resulted in gold loss. 
This method of deficit financing was in sharp 
contrast with the pattern in 1958-1960, when 
U.S. external deficits totaled $10.8 billion. 
During this period, foreigners increased their 
liquid dollar assets by only $6.1 billion; they 
took the balance, $4.7 billion, in gold. 
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U.S. BALANCE OF PAYMENTS, 1950-1960 


(IN BILLIONS OF DOLLARS, RECEIPTS [+], PAYMENTS [—]) 
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1956 1957 1958 1959 1960 
Current account Average f nd 
Merchandise exports 4125 4131 +4174 +194 +4163 +162 +19.5 
Merchandise imports —10.4 —10.9 —128 —13.3 —13.0 —15.3 —15.0 
Trade balance +61 +33 +09 +45 
Service and investment income (net)1 + 1.3 + 13 + 1.6 + 2.2 + 17 + 13 + 11 
Balance on current account + 3.4 + 35 + 6.2 + 83 + 5.0 ; + 2.2 + 5.6 
Private capital account (net) 
U.S. long-term investment — 10 — 09 — 25 — 2.9 — 2.5 — 2.2 — 2.0 
U.S. short-term investment — 0.1 — 0.2 — 05 — 03 — 03 — 0.1 — 14 
Foreign long-term investment (net) + 01 + 03 + 0.5 + 04 — + 05 + 0.5 
Balance on capital account —-10 —08 —25 — 28 —28 —18 —31 
U.S. Government account? — 43 — 46 — 5.3 — 5.7 — 6.0 — 51 — 5.2 
Errors and omissions + 03 + 03 + 06 + 08 +04 +08 —08 
Over-all balance, surplus (+) 
or deficit (—) — 1.7 — 16 — 10 + 05 — 35 — 38 — 3.5 
Balancing items 
Gold sales to foreigners (+-) ; 
purchases (—) + 04 — 03 —-08 +23 +07 +17 
Increase in foreign liquid dollar + 13 + 13 + 03 + 1.2 + 31 + 18 
holdings (+); decrease (—)® + 17 + 10 —-05 +35 +38 +35 


1 Includes pensions and private remittances and excludes military expenditures. 


2 Includes military spending abroad, grants, and net loans. 


3 Includes foreign holdings of all short-term assets, plus U.S. government, notes and bonds. 
Source: Based on table appearing in Allan Sproul, Roy Blough and Paul W. McCracken’s report to President 
Kennedy entitled “The Economic Situation and the Balance of Payments.” 


Second, the data also reveal that the United 
States consistently exported more goods and 
services than she imported. The deficit is 
brought about by the fact that our current 
account surplus has not been large enough to 
cover the total of private capital export and 
government payments abroad. In 1960 these 
two items added up to a total of $8.3 billion. 
This figure exceeded the current account sur- 
plus of $5.6 billion by $2.7 billion. “Errors 
and omissions” of $0.8 billion raised our pay- 
ments deficit further from $2.7 billion to $3.5 
billion. 

Third, the data in Table 3 also reveal that 
' if we use 1957 as a reference the sizable defi- 
cits in 1958, 1959, and 1960 can, in each case, 
be traced to certain special factors in the 
balance of payments. In 1958 the special 
factor was the decline in exports; in 1959, the 
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increase in imports; and in 1960, the outflow 
of short-term capital. The adverse shifts in 
our trade account in 1958 and 1959 signal that 
the day has gone when American producers, 
as the world’s only major suppliers, could 
safely ignore the competition of producers in 
such industrial countries as Germany, Japan, 
France, Italy, and England. The capital out- 
flow in 1960 is a reminder that foreigners will 
not want to increase the size of their dollar 
balances indefinitely and that their willing- 
ness to hold on to existing balances is sensitive 
to interest rate differentials. 

This then is the nature and scope of our 
payments problem. To solve this problem, we 
will need to increase our receipts or reduce 
our payments or do both. In a recent policy 
statement the Committee for Economic Devel- 
opment made the following major recommen- 


dations.* (1) Intensify efforts to raise pro- 
ductivity and develop new products. (2) Fol- 
low a monetary and fiscal policy which would 
avoid a resurgence of inflation in the United 
States. (3) Maintain the short-term interest 
rate at a level high enough to discourage any 
substantial outflow of short-term capital. (4) 
Negotiate a more equitable distribution among 
industrial nations of the common burdens of 
defense and of aid to underdeveloped coun- 
tries. These are sound recommendations. 
Whether our payments deficit will be elimi- 
nated quickly depends, of course, on how 
conscientiously we as a nation carry out these 
recommendations. 


U.S. Payments Deficit and 
World Liquidity 

If the United States is successful in solving 
her payments problem, then confidence in the 
dollar will be maintained, and there will be no 
question regarding the adequacy of U.S. mone- 
tary reserves. Unfortunately, if the U.S. pay- 
ments deficit is eliminated, this also means 
the disappearance of a source on which the 
rest of the free world has depended for much 
of its postwar liquidity requirements. Thus, 
the United States, in solving her own pay- 
ments problem, may be creating a liquidity 
problem for the world at large. 

Between the end of 1949 and September 
1960, the rest of the free world increased its 
holdings of gold and dollar balances from 
$18.3 billion to $45.3 billion.’ Of the $27 
billion increase in liquidity, only $6 billion 
were provided for by new gold production and 
sale of Russian gold in world markets. The 
balance of $21 billion, or nearly 70 per cent 
of the total, was accounted for by U.S. gold 
losses and by increases in foreign liquid dol- 
lar holdings. Thus much of the postwar 
liquidity of the rest of the free world depended 
upon the willingness of the United States to 


4 Committee for Economic Development, The In- 
ternational Position of the Dollar (New York, 1961), 
pp. 9-12. 

5 Data in this paragraph are from Robert Triffin, 
Gold and Dollar Crisis (New York, Yale University 
Press, 1961, revised edition), pp. 163-164. 


let her own reserve position deteriorate. Dur- 
ing the next ten years the prospect is that 
new gold production and Russian sales of gold 
will again fall considerably behind the free 
world’s need for additional reserves. The 
United States, through its deficits, could con- 
tinue to supply the rest of the world with addi- 
tional reserves. But such a policy will eventu- 
ally result in the exhaustion of her reserves 
and in the collapse of the dollar. Informed 
people, therefore, are increasingly of the opin- 
ion that the U.S. government should take 
steps to restore equilibrium in her balance of 
payments. If the United States is successful 
in this, she may be laying the foundation for 
a liquidity crisis for the rest of the world. 
National Policy Dilemma 

This, then, is our dilemma: our national vir- 
tue may turn out to be an international vice. 
Fortunately for the United States and for the 
rest of the world, however, a continuing deficit 
in the United States balance of payments is 
not the only method in which world liquidity 
can be provided. At least two well-conceived 
proposals have been advanced, one by Dr. Ed- 
ward M. Bernstein and the other by Professor 
Robert Triffin. Bernstein proposed that the 
International Monetary Fund’s present pool 
of gold and national currencies be increased 
by additional contributions from member 
countries.° The needed world liquidity would 
then be provided through the augmented lend- 
ing power thus acquired by the Fund. Triffin, 
on the other hand, proposed that the present 
Fund be converted into an international cen- 
tral bank with power to create its own demand 
deposits which would be made universally ac- 
ceptable.’ Member countries would be re- 
quired to convert all of their present and 
future holdings of foreign exchanges into these 
international deposits. The reformulated Fund 
would then regulate international liquidity 
through its discount policy and open market 
operations in much the same way the Federal 

(continued on page 19) 


®See Edward M. Bernstein, “The Adequacy of 
United States Gold Reserves,” esp. pp. 444-446. 
7 See Robert Triffin, op. cit., esp. Part II, Ch. 4. 
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Scientific Inquiry: Business of the 
Institute for Social Research 


ANY of the most important problems of 
the world are “people problems.” 
Whether these problems are economic ones, or 
business, financial, social, or political, the cen- 
tral factor is people—how they think and 
what they do. “The proper study of mankind 
is man,” said Pope. True. But it is not easy. 
On the contrary, it is full of pitfalls and diffi- 
culties. 

Here at The University of Michigan is an 
organization that specializes in studying man. 
It is called “The Institute for Social Re- 
search.” Its name may mislead some persons 
into thinking that it is a branch of the welfare 
state that analyzes “do-gooder” programs. 
Not so, however. It studies people—carefully 
and scientifically—in order to get accurate in- 
formation and reliable understanding of the 
human factors that hold the key to the prob- 
lems. 

Here are a few of the subjects that the In- 
stitute has studied: 

1. What is the financial position of Ameri- 

can families? 

2. What are the buying plans of consumers? 

3. How does consumer credit affect fami- 

lies? 

4. What is the frequency of travel by rail 

and plane? ° 

5. What do consumers do if they expect 

inflation? 

6. What are the borrowing practices and 
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attitudes toward banks of large manu- 
facturers? 

7. What effects do different organizational 
forms, policies, and working arrange- 
ments have on the members of the or- 
ganization? 

8. What are the characteristics of good and 
of poor management? 

9. How does the mental well-being of in- 

- dustrial workers affect their work and 
lives? 

10. What is the significance of automation? 


A word about my interest in the Institute 
may be in order. Since coming to The Univer- 
sity of Michigan, I have become personally 
acquainted with the Institute’s leaders and its 
work. My first visit to their establishment 
found their working quarters some low-ceil- 
inged basement rooms under the University 
Elementary School. That visit, despite the de- 
ceptive contrary appearance of the humble, 
crowded quarters, intensified a belief that has 
grown stronger during the years, namely, that 
this organization is studying—with great suc- 
cess—some of the most important problems of 
our day. These problems are difficult, subtle, 
and complex. Unskilled or even half-skilled 
analysts could easily reach misleading con- 
clusions. This Institute, however, by utilizing 
scientific methods, is getting reliable answers 
to important questions. 


Structure and Operation 


How does the Institute go about studying 
these questions and getting reliable answers to 


them? How is it set up and how does it 
operate? 

It was. established in 1946 as an integral 
part of The University of Michigan and has 
been continuously under the direction of Dr. 
Rensis Likert. It has two subdivisions—the 
Survey Research Center, Dr. Angus Camp- 
bell, Director; and the Research Center for 
Group Dynamics, Dr. Alvin Zander, Director. 
Its local staff of some 200 persons is now 
housed mostly in an old red brick Victorian 
building, formerly a hospital, on the University 
Campus. The Institute also employs, from 
time to time, approximately 250 carefully 
trained people who live in different parts of 
the United States, for field work. 1t does 
$1,800,000 of business per year. Of its kind, 
it is the largest research organization in the 
world. 


The Inter-Disciplinary System 

The Institute believes that many social 
science problems are best attacked through a 
united effort by several disciplines. According- 
ly, the men on its staff are drawn from such 
diverse fields as economics, political scieuce, 
public health, psychology, sociology, and sta- 
tistics. Each contributes his skill and experi- 
ence to problems of mutual interest. Scholars 
from yet other disciplines are drawn into In- 
stitute projects as their research interests and 
skills contribute to or coincide with those of 
the Institute staff. The soundness of this sys- 
tem is shown by its successes. 

Because of its interdisciplinary character, 
outstanding work, and wide scope of interests, 
the Institute has attracted considerable atten- 
tion. Its research activities deal with an enor- 
mous variety of today’s social problems. Be- 
cause ot its willingness to acknowledge the 
utilitarian aspects and obligations of social 
science, a growing body of policy formulators 
and administrators, as well as the general 
public, has taken a lively interest in its work. 


Who Sponsors Surveys? 
Study projects are undertaken by the Insti- 
tute for Social Research with the sponsorship 
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and support of governmental agencies, private 
business organizations, public service organi- 
zations, and various foundations. Criteria for 
research projects are these: the study must be 
clearly in the public interest, it must give 
promise of contributing to the Institute’s 
scientific goals, and the Institute must be per- 
mitted substantial freedom in the design of 
the study and the publication of results. At 
the present time Institute research is sup- 
ported in almost even thirds by government, 
business, and foundations. 

The Omnibus Survey is a technological in- 
novation widely used over the last few years. 
It takes care of the potential sponsor of re- 
search who may have neither the need nor the 
means to finance a full-length survey. Such 
a sponsor participates with others in a shared 
survey. During the field interview, the inter- 
viewer asks a variety of questions, possibly on 
such diverse topics as vacation trips, cost of 
education, purchase of durable goods, and 
savings. From the answers, each sponsor gets 
information on the subject he desires. 

Sample Surveys 

One way the Institute studies people prob- 
lems is by going to people and asking them 
questions. Experience indicates that getting 
reliable answers is not easy. Much depends on 
the way the question is phrased, and much on 
the respondent. Answers can be hopelessly 
misleading, unless the questioning is done 
carefully. 

The Survey Research Center makes a spe- 
ciality of gathering information through such 
direct questioning. Years of experience with a 
wide range of highly complex problems en- 
ables the framers of Survey Research Center 
questionnaires to ask the kind of questions 
that will get good answers even from non- 
articulate respondents. 

Most Center studies are based on samples 
of some large population (nation, state, or 
city), although there have been many studies 
of smaller groups and some studies in which 
each individual in the group under investiga- 
tion was questioned. If a sample is required, 
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it is prepared by using highly refined probabil- 
ity sampling methods. In order to perfect the 
sample, the Center in Ann Arbor, using maps 
brought up to date by local field work, selects 
each specific dwelling in which an interview 
is to be made, and designates the particular 
person to be interviewed. If necessary, several 
call-backs are made to obtain the designated 
interview. The sampling methods of the Cen- 
ter are among the best in the country; consul- 
tations on sampling problems are requested 
literally from all over the world. In utilizing 
the sample survey as an instrument for ex- 
panding knowledge within the social sciences, 
the Survey Research Center constantly seeks 
to improve its methods. 

A good sample survey has many advantages. 
It gets information about a large group of 
people quickly, accurately, and economically. 
It can also obtain some kinds of information 
hard to acquire by any other means. For ex- 
ample, automobile registration data show how 
many new cars are purchased in different re- 
gions of the country in a given period. But 
without a survey no one knows just who or 
what kinds of people bought the new cars, 
how they differ from people who bought used 
cars, or from the persons who bought cars last 
year, or from people who didn’t buy any cars 
at all. If you are manufacturing or selling cars, 
this is important information. 

For car buyers and non-buyers alike, the 
Survey Research Center assesses such charac- 
teristics as income, occupation, age, assets, 
debts, and inventories to gain a picture of 
what these people are like and then relates the 
consumer characteristics to their car-buying 
behavior—who buys? what price? trade-in 
old car? need to borrow? In short, what kind 
of people do what kind of things, and why? 


Consumer Surveys 
One of the Institute’s oldest and most im- 
portant activities is its study of consumer fi- 
nances. Originally this survey was conducted 
in cooperation with the Federal Reserve 
Board. It involves collecting statistics on the 
distribution of consumer income, assets, debts, 
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and major transactions. These statistics are 
gathered by means of repeated surveys of sam- 
ples that represent the entire body of Ameri- 
can consumers. The facts, figures, and infor- 
mation thus secured have gained an accepted 
place among the nation’s economic statistics. 
Support has shifted from the Federal Reserve 
Board to private business organizations and 
the Ford Foundation. The Survey Research 
Center’s recent book, 1960 Survey of Con- 
sumer Finances,’ summarizes fifteen years of 
research on consumer finances. 

A related study, also still going strong and 
used by many governmental and business or- 
ganizations, takes the pulse of consumer opin- 
ion and intentions to buy goods and seeks to 
uncover the motivational forces responsible 
for any changes. The Periodic Surveys of Con- 
sumer Attitudes measure changes in consumer 
optimism and confidence, opinions on current 
business conditions, reasons for choices that 
consumers have made, and their expectations 
for the near future. Such knowledge of the 
complex motivational forces that influence 
the American people to buy or save has in- 
creased the accuracy of short-term forecasts 
of business conditions. 

These surveys are conducted by the Eco- 
nomic Behavior Program of the Survey Re- 
search Center. (A research “program” is a re- 
lated group of projects focused on a common 
area of inquiry.) Naturally, results of a survey 
of current consumer confidence are of immedi- 
ate interest; summaries of survey results are 
reported promptly by newspapers and periodi- 
cals. The need of business organizations, how- 
ever, goes far beyond these news summaries. 
Therefore, the Survey Research Center now 
provides service to a number of business firms. 
It also sends detailed information on business 
cycle trends and developments in specific 
markets to subscribers to its reports. 

The Periodic Surveys of Consumer Atti- 
tudes have registered notable successes in 
anticipating major turning points in postwar 
business cycles several months before their oc- 


1 Ann Arbor: Institute for Social Research, 1961. 


curence. Business changes that they signalled 
in advance include the recessions of 1957-58 
and 1960-61, and the sharp rise in business 
activity in the winter of 1954-55. 


Determination of Functional Relations 


Other consumer surveys have secured infor- 
mation about income and income change, 
ownership of U.S. Government savings bonds, 
bank deposits, amounts saved and amounts 
borrowed, home ownership and home pur- 
chase, installment debt, consumer inventories 
and frequency of rail and plane travel. 

These studies start out on a descriptive 
level but develop into the determination of 
functional relations. The identification of 
these relations is aided by correlating tradi- 
tional economic variables with psychological 
and population factors. The Economic Be- 
havior Program has had outstanding success 
in analyzing consumers and businessmen in 
the American economy by gathering data on 
their motives, opinions, and expectations, and 
thereby contributing to the understanding of 
business cycles and facilitating the forecasting 
of consumer demand. The Powerful Consumer, 
by George Katona, reports the work of this 
program.’ 

Consumers are by no means the only group 
surveyed. Business managers have received 
a share of questions too. Their attitudes, mo- 
tives, and expectations have been studied as 
they affect the economic decisions of business 
firms. The largest two of such studies con- 
cerned (a) decisions about location and in- 
vestment by Michigan manufacturers, carried 
out first in 1950 and again in 1961, and (b) 
borrowing practices and attitudes of large 
manufacturers toward banks surveyed on a 
nationwide scale in 1956. 

Organizational Behavior and Change 

Of particular interest to business and indus- 
try is the work of the Organizational Behavior 
and Change Program. Since 1947, more than 
eighty studies of large organizations have been 
conducted in factories, utility companies, 
unions, businesses, governmental agencies, 


2 New York: McGraw-Hill, 1960. 
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hospitals, and civic, educational, and political 
organizations. Different forms of organization, 
policies, and working relations have been 
studied to ascertain their effects on the atti- 
tudes, loyalty, and performance of organiza- 
tion members. 

In attempting to discover what determines 
the effectiveness of an organization, early 
studies emphasized leadership behavior and 
characteristics. An important conclusion of 
these studies is that applying effective leader- 
ship principles can yield productivity increases 
of from 15 to 20 per cent and pay off in higher 
job satisfactions, better employee morale, and 
other important human values as well. 

Not only in business but also in politics, ed- 
ucation, and practically all large organizations, 
the most effective and productive leaders are 
developing new patterns of working relation- 
ships. Much of the Program’s work in this area 
is reported in New Patterns of Management, 
by Rensis Likert.* Some of the highlights of 
this book are presented in an article by Dr. 
Likert, elsewhere in this issue. 

One important characteristic of a good or- 
ganization is its capacity to maintain member- 
ship at required levels. Accordingly, motiva- 
tion of members to join the organizations has 
been studied, as well as member turnover, ab- 
sence, and participation rates. An important 
book in this area is Participation in Union 
Locals, by Arnold Tannenbaum and Robert 
L. Kahn,‘ a social psychological analysis of 
member participation in local unions. Other 
aspects of a good organization include its 
ability to renew its leadership, to grow in size, 
to sustain the mental health of members, and 
to adapt to technological change. 

The Significance of Automation 

“Automation” is a matter of importance 
and concern, although the condition is not as 
new as the word. Old methods of manufacture 
are renamed and new methods are installed. 
In the midst of this activity, it is easy to for- 
get that each such act reflects an appraisal 


3 New York, McGraw-Hill, 1961. 
# Evanston: Row, Peterson, 1958. 
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and a decision. Executives attempt to visual- 
ize the potential gains and the costs of transi- 
tion, appraise the capital requirements, and 
assess the plans of competitors. Then the de- 
cision to automate a given operation is made. 
The better the thinking, the better the de- 
cision. 

Such decisions are difficult, and the still in- 
adequate experience of companies that have 
attempted major transitions to factory or 
office automation must be made more widely 
available. Floyd Mann and L. Richard Hoff- 
man have made a real contribution in this new 
and difficult field with their book, Automation 
and the Worker,° the first scientific explora- 
tion of what automation does to organizations 
and:to men. This work reports the social and 
organizational change attendant upon auto- 
mation in two electric power plants in Michi- 
gan, and shows that company executives con- 
sidering an automation change should plan 
ahead for the social as well as technical impact 
of such change. Other studies of automation— 
both white collar and blue collar—are under- 
way. 


Scientists and Creativity 

In a world increasingly shaped by scientists 
—especially thus far by physical scientists— 
we are told that the outcome of the competi- 
tive struggle among nations, the ability of the 
world to feed its increasing population, the 
conquest of contemporary diseases—all de- 
pend upon our success in training, selecting, 
and motivating scientists. Yet the process of 
scientific creativity remains in large part a 
mystery. The Organizational Behavior Pro- 
gram has conducted a series of studies of 
scientific personnel in an effort to discover the 
individual motivations and the leadership and 
organizational conditions favorable to scienti- 
fic productivity. Several governmental, uni- 
versity, and industrial laboratories are spon- 
soring this research. 

Other research programs of the Survey Re- 
search Center include the nature of American 
political behavior and attitudes, the effects 


5 New York: Henry Holt, 1960. 
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of public communications media and other 
sources of influence on the information and 
values of the general public, the long-term ef- 
fects of their educational experience upon col- 
lege students, and the mental health resources 
people draw upon in dealing with the major 
problems they face. A comprehensive analysis 
of political behavior is contained in The Amer- 
ican Voter, by Angus Campbell, Philip E. 
Converse, Warren E. Miller, and Donald E. 
Stokes.° 


Research Center for Group Dynamics 

The work of the Research Center for 
Group Dynamics also is organized into re- 
search programs. The Center’s general purpose 
is the development of a basic science of social 
group behavior and application of its research 
findings to the solution of social problems. It is 
concerned with methods and theories useful 
for the productive study of such aspects of 
group behavior as communication, cohesive- 
ness, and leadership. 

Those words may sound fancy; but the 
ideas are basic and useful. The research find- 
ings are applied in attacks on practical prob- 
lems such as resolving labor-management dis- 
putes, reducing race prejudice, multiplying 
living satisfactions among residents of a 
housing project, helping children make better 
social adjustment and scholarship progress at 
school, and increasing the productivity of or- 
ganizations and industries. 

The Effects of Group Membership Program 
of the Research Center for Group Dynamics 
studies the effects of group membership on 
members’ behavior and beliefs. Since an in- 
dividual derives from group life both some of 
his deepest satisfactions and also some of his 
keenest conflicts and frustrations, his experi- 
ence ip groups determines much of the devel- 
opment of his attitudes toward himself and 
much of the behavior he uses in trying to 
cope with the problems he encounters. 

The combination of an interest in the theory 
of group behavior and a concern for the prac- 
tical utilization of social science leads natural- 


6 New York: John Wiley & Sons, 1960. 


ly to a desire for better understanding of the 
process of planned change. This is the area of 
the Theory and Method in Planned Change 
Program. A general theory has been set forth 
in The Dynamics of Planned Change, by 
Ronald Lippitt, Jeanne Watson, and Bruce 
Westley.’ The whole general field of group 
dynamics is set forth in the new edition of 
Group Dynamics: Research and Theory, 
edited by Dorwin Cartwright and Alvin 
Zander.* 


Mental Health of Workers 


Inter-center programs of. research are a re- 
cent development at the Institute. They at- 
tack subjects of interest to both the Survey 
Research Center and The Research Center for 
Group Dynamics and are staffed with people 
drawn from the two Centers. One of these 
programs deals with industrial mental health. 

Among industrial workers at all levels, 
mental health is fully as important as physical 
well-being—important to the worker, his fam- 
ily, his company, and to society. But do the 
types of organization, arrangement of assem- 
bly line, and division of work that contribute 
to immediate improvement in productivity for 
industry also contribute toward good adjust- 
ment and mental health for the worker? These 
subjects are interests of the Mental Health 
in Industry Program. 

In one study of workers in several textile 
companies, the mental health effects of dif- 
ferent patterns of shift work were analyzed. 
The differences between fixed and rotating 
shifts affected productivity on the job, as well 
as the attitudes of the workers, their non-work 
activities, and their family relationships at 
home. 

Studies of conflict-ridden jobs in the oil, 
automobile, and electronics industries have 
contributed to understanding (a) the different 
kinds of conflict such jobs can present, (b) 
their effects on the job-holder, and (c) what 
kinds of personalities bear up best under each. 


7 New York: Harcourt, Brace, 1958. 
8 Evanston: Row, Peterson, 1960. 


Additional knowledge on this subject was 
gained from a nationwide sample survey of the 
general population. 

An aspect of industrial employment fraught 
with psychological uneasiness for many per- 
sons is the periodic supervisory appraisal of 
one’s work. Analysis of the effects of such ap- 
praisal on the individual under varying cir- 
cumstances was made in an electrical manu- 
facturing company. Results helped the man- 
agement learn how to appraise more accurate- 
ly and with better effect for the organization, 
and cast considerable light on how workers 
react to getting different kinds of information 
about themselves presented in various ways— 
in short, how people cope with a possible 
threat to their self-image. 

Other Activities 

In addition to its main business—conduct- 
ing research—the Institute also assists the 
University in training students in the social 
sciences. Staff members are active in the class- 
rooms of Michigan’s social science depart- 
ments and give advanced students valuable 
on-the-job training through supervised par- 
ticipation in Institute research projects. 

The Institute engages extensively in re- 
search collaborations with other organizations, 
both here at The University of Michigan and 
elsewhere. The Institute enjoys an ever- 
broadening range of associations with scholars 
and research organizations in foreign coun- 
tries. One of its earliest cross-national studies 
compared distribution of personal income and 
wealth in Great Britain and the United States, 
a project undertaken with the Oxford Institute 
of Statistics. Collaboration has been estab- 
lished on cross-national political research be- 
tween Institute personnel and scholars in 
France and Norway. 

The Research Center for Group Dynamics 
joins with the Tavistock Institute for Human 
Relations, in London, in publishing an inter- 
national, interdisciplinary journal, Human 
Relations. Certain members of the staff here 
serve as the journal’s American Editorial 
Committee. 
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The Outlook 


The foregoing account is a brief statement 
about the structure, operation, personnel, 
philosophy, methods, and results of the Insti- 
tute for Social Research—all of which have 
caused it to come to be so highly regarded. 

And what of the future? The past record 
justifies one in expecting more of the same 
excellent performance. Indeed, with its skills 
continually increasing and its experience con- 


stantly widening and deepening, the Institute 
may be expected to attract the additional sup- 
port that will enable its future work to be in- 
creasingly valuable—to business firms and 
other organizations and to our entire society, 
in the largest sense. 

The “study of man” may be expected to be- 
come ever more informative and useful as the 
Institute applies its resources to significant 
new areas of research. 


Mao—United States Gold Reserves and World Liquidity 


(continued from page 12) 


Reserve Banks regulate credit in the United 
States. 

The proposals advanced by Bernstein and 
Triffin are similar in that they both conceive 
of the world liquidity problem as one to be 
solved by the pooling of world resources. They 
differ in that under the Bernstein plan, na- 
tional currencies (primarily dollar and sterl- 
ing balances) wil! continue to be used as inter- 
national reserves, whereas under the Triffin 
plan, member countries’ international reserves 
will consist exclusively of gold and Fund de- 
posits. The Triffin plan is an ambitious 
scheme. In a world in which nationalism and 
regionalism still flourish, the Bernstein plan 
may be the best solution of the world liquidity 
problem that we can hope to negotiate. 


Summary and Conclusion 


In conclusion, we should be thankful for 
the recent gold outflow, for among other 
things it shocked the American public into 
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awareness of a situation which has become in- 
creasingly serious. The so-called gold prob- 
lem, upon careful analysis, turns out to be 
merely a symptom of deeper problems facing 
the United States and the world. The prospect 
is that new gold production and Russian gold 
sales will fill only a small part of the free 
world’s future liquidity needs. The United 
States payments deficit, if permitted to con- 
tinue, could provide the rest of the world with 
supplementary liquidity. Under such a policy, 
United States monetary reserves will be quick- 
ly exhausted and the inevitable result is the 
collapse of the dollar. The United States, 
therefore, must restore equilibrium in her 
balance of payments. The world liquidity 


‘problem, because of its magnitude, can best 


be handled through the cooperative efforts of 
all countries. The Bernstein and Triffin pro- 
posals, therefore, merit the most serious and 
careful study on the part of our responsible 
officials. 


= 


Michigan Business Indicators 


MILLIONS OF DOLLARS 
11,000 


10,000 


9,000 


8,000 
\ 


7,000 


6,000 


MICHIGAN BANK DEBITS 
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BANK DEBITS—THE MOST ALL-INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Pre- 
dictions that the Spring drop in bank debits had reached a low are borne out by the general increase 
throughout the Summer months. With manufacturers continuing to expand operations, this trend 
should continue. 
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CITIES-UPPER PENINSULA 
ADJUSTED FOR SEASONAL VARIATION 
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UPPER PENINSULA BANK DEBITS—Upper Peninsula business activity has leveled off, bringing 
an end to a three-year upward trend. The end-of-year unemployment and the resulting drop in the 
tourist trade this summer have been mainly responsible. 


Michigan Business Review | 


| 
i 
| 
| 
‘ 
{ 
| 
20 


KWH. MILLIONS 
800 


A 


ELECTRIC POWER CONSUMPTION 
INDUSTRIAL 
IN TEN MICHIGAN CITIES 


1954 1955 1956 1957 1958 1959 1960 196! 


POWER CONSUMPTION-—Renewed activity in manufacturing and construction is reflected in the 
steady rise in industrial power consumption since the low of early 1961. 
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MICHIGAN EMPLOYMENT 
NON AGRICULTURAL 


1954 1955 1957 1958 1959 1960 196! 


MICHIGAN EMPLOYMENT-The number of wage and salary workers employed in Michigan has 
remained relatively steady for the past several months. The unemployment level, however, has also 
remained steady at about eleven per cent. 
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e The old system of management and a newer one. 


Managing Successfully 
Today AND Tomorrow 


eyecatching description of management 

as either “an art or a fight” presents a 
false dichotomy—more glib than true. Man- 
agement practices have been developed 
through experience and through scientific re- 
search. As in medicine, the initial discoveries 
came from practical experience. More recent- 
ly systematic research is increasing the knowl- 
edge and resources upon which the practice is 
based. In medicine, valuable methods of meas- 
urement, such as X-rays, blood tests, and 
electrocardiographs, have been made avail- 
able by science and add to the accuracy of 
diagnosis. Knowledge created by scientific re- 
search continues to change the practice of 
medicine and enlarge its capacity to cope suc- 
cessfully with the diseases and problems of 
patients. 

In the field of mesheument far less scienti- 
fic research has been done than in medicine, 
but the research is increasing and the result- 
ing body of knowledge and resources will 
yield, as it has in medicine, powerful measur- 
ing instruments and analytical tools and deep- 
er insights and understanding. The manager 
who ignores these resources is likely to become 
as obsolete as the medicine man and the witch 
doctor. 


About the Author— 


Dr. Likert is Director of the Institute for Social 
Research, The University of Michigan, and Professor 
of Psychology and of Sociology. This article is based 
on his new book, New Patterns of Management, pub- 
lished recently by McGraw-Hill. 


Rensis Likert 


The Research Program 

The University of Michigan is engaged in 
research to help enlarge the body of knowl- 
edge upon which the practice of management 
is based. The University’s Institute for So- 
cial Research started in 1947 on a ten-year 
program of inquiry to discover the forms of 
organizational structure and the principles of 
leadership and management which result in the 
highest productivity and the best overall per- 
formance. This program has grown into the 
most extensive and sustained research on lead- 
ership, management, and organizational per- 
formance ever undertaken. This research is 
being conducted in both centers of the Insti- 
tute: the Survey Research Center and the Re- 
search Center for Group Dynamics. Over 75 
studies have been conducted in more than 35 
different organizations in widely varied indus- 
tries. Data have been obtained from all hier- 
archial levels—from cleaning women to presi- 
dents—and the research continues. 

The general design of most of the studies 
has been to measure and examine the kinds of 
leadership and related variables employed by 
the best units in an organization in contrast to 
those used by the poorest. In more recent 
years, some experiments have also been under- 
taken in companies to apply and test the find- 
ings of earlier studies. In carrying forward 
this research, several criteria have been used 
to evaluate administrative effectiveness. These 
include: 
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1. Productivity per man-hour or some simi- 
lar measure of the organization’s success 
in achieving its productivity goals; 

2. Costs; 

3. Scrap loss; 

4. Turnover, absence, and similar measure- 
ments; 

5. Employee and managerial motivation; 

6. Job satisfaction and other work-related 
satisfactions. 


The New Principles, Practices, 
and Organizational Forms 


These studies are showing that in different 
industries and for different kinds of work— 
from research laboratories to railroad main- 
tenance-of-way crews—the managers who are 
achieving the best results are using a more 
complex and sophisticated form of organiza- 
tion than is commonly recognized. The prin- 
ciples and practices used by these top-per- 
forming managers differ significantly from 
those used by less productive managers and 
also from the principles and practices specified 
by general treatises on management. 

In New Patterns of Management the prin- 
ciples and practices used by the highest pro- 
ducing managers are summarized. A more 
complex and more effective system of manage- 
ment based on these principles is then pro- 
posed. 

This newer system of management places 
great stress on the need for adequate and ac- 
curate facts to guide decisions. New Patterns 
of Management presents evidence that costly 
errors in important decisions now occur be- 
cause essential facts are not available to man- 
agement. As is pointed out in the volume: 


“Virtually all companies regularly secure measure- 
ments dealing with end results, such as production, 
sales, profits, and percentages of net earnings to sales. 
The accounting procedures reflect fairly well the level 
of inventories, the investment in plant and equipment, 
and the condition of plant and equipment. Most com- 
panies have a fair amount of information about the 
market and their share of it. Some companies have 
continuous information as to customer reactions to 
their products and to competing products. 

“Much less attention is given, however, to another 
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class of variables which significantly influence the end 
results. These variables, seriously neglected in pres- 
ent measurements, reflect the current condition of the 
internal state of the organization: its loyalty, skills, 
motivations, and capacity for effective interaction, 
communication, and decision-making. For easy refer- 
ence these variables will be called intervening varia- 
bles. In a few companies experimental programs are 
now underway to develop measurements of these 
intervening variables so that the quality and per- 
formance capacity of its human organization will be 
revealed. 

“The present practice of watching closely only the 
level of performance of the end-result variables such 
as production, sales, costs, and earnings is leading to 
faulty conclusions as to what kinds of management 
and leadership yield the best results. What often 
confuses the situation is that pressure-oriented, 
threatening supervision can achieve impressive short- 
run results, particularly when coupled with high tech- 
nical competence. There is clear-cut evidence that for 
a period of at least one year supervision which in- 
creases the direct pressure for productivity can 
achieve, typically, significant increases in production 
if the operations are highly functionalized and if 
standard operating procedures have been established. 
Such increases, however, are obtained at a substantial 
and serious cost to the organization.” 


Short-Run Gains and Human Costs 


Part of the price of direct hierarchical pres- 
sure for productivity, as is pointed out in New 
Patterns of Management, is the liquidation of 
at least some of the company’s investment in 
the human organization. The results of a field 
test involving five hundred employees in a 
large company, reported in the volume, show 
that: 


“putting pressure to increase production on a well- 
established organization engaged in work for which 
performance standards can be set can yield substantial 
and immediate increases in productivity. This increase 
is obtained, however, at a cost to the human assets of 
the organization. In the company we studied, for 
example, the cost was clear ; hostilities increased, there 
was greater reliance upon authority, loyalties declined, 
motivation to produce decreased while motivation to 
restrict production increased, and turnover increased. 
In other words, the quality of the human organization 
deteriorated as a functioning social system devoted to 
achieving the institution’s objectives. 

“It costs money to hire competent personnel, to 
train them and to build them into a smoothly and 
efficiently functioning organization. Virtually all com- 
panies today ignore these costs in their accounting and 


in their decisions as to the relative efficiency of differ- 
ent systems of management.” 
* * * 


“Companies are very careful not to let managers of 
decentralized plants show spurious profits and earn- 
ings by juggling inventory or by failing to maintain 
plant and equipment. Their accounting procedures 
measure and report regularly on inventory and on the 
condition of plant and equipment. ‘Earnings’ achieved 
by liquidating the assets represented in the human 
organization are just as spurious as those achieved by 
liquidating the investment in plant. Yet under present 
management practices, companies are encouraging 
their managers by the facts used in deciding about 
promotions and by the formulas used to compensate 
them, to press unduly for immediate production, cost 
reduction, and similar goals, and thereby to profit per- 
sonally by reducing the value of the company’s in- 
vestment in the human organization.” 

Boards of Directors and company officers 
who encourage and reward, or even permit, 
their managers to show such spurious profits 
are surely not serving the best interests of 
either the shareholders or employees of their 
companies. 

Harnessing the Non-Economic Motives 


Patterned on the behavior of the high-pro- 
ducing managers, the newer management sys- 
tem as proposed in New Patterns of Manage- 
ment seeks to harness the non-economic mo- 
tives with the economic motives in such a way 
that they pull together in the same direction 
—toward the same goals. Illustrative of the 
non-economic motives are those which are de- 
rived from the desire for a sense of personal 
worth and importance, such as the desire for 
recognition, affiliation, and power. 

When the non-economic motives are ignored 
or violated, the reaction is likely to be apathy 
or hostility. Hostility leads to behavior con- 
trary to the goals of the organization. Thus, 
if the economic and non-economic motives are 
pulling in opposite directions, the force of one 
motive subverts the force of the other. In a 
business or industrial enterprise, this subver- 
sion takes such forms as restriction of output, 
deliberate scrap loss, and repressed or dis- 
torted communication. It also manifests itself 
in such problems as those encountered in deal- 
ing with “local working conditions.” 
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A Newer System of Management 

Adequate budgetary procedures and similar 
goal-setting processes are essential tools of 
the newer system. The way in which goals are 
set and their attainment reviewed is, however, 
quite different from the traditional systems. 
Higher performance goals and greater motiva- 
tion for their achievement is created when the 
goal-setting processes are based on harnessing 
both the economic and non-economic motives. 

The overall character of a newer system of 
management is described in New Patterns of 
Management, and a general principle is stated 
which can be used to guide efforts to apply 
this newer system to a particular company or 
plant. A substantial portion of the volume is 
ccncerned with examining the probable nature 
of a company’s operations were it to apply this 
newer system in a complete and ideal manner. 

The newer system of management will not 
be easy to apply, for it is more complex than 
the traditional systems. It requires more learn- 
ing and greater skill in dealing with the kind 
of relations between people called for by the 
newer theory. It has, however, important ad- 
vantages. If skillfully applied, greater produc- 
tivity and reduction in costs will be achieved 
without the crippling and costly resentments 
and hostilities which so often accompany 
productivity increases under traditional sys- 
tems of management. The newer system seeks 
better performance through better communi- 
cation, better decision-making, greater coordi- 
nation of effort rather than by driving men 
harder. 

It is likely to take a decade for a company 
both to conduct the necessary pilot tests to 
discover how to apply the newer management 
system to its own particular situation and to 
shift its operations to a full application of the 
theory. Developing the operating procedures 
called by the newer system and training man- 
agement and non-supervisory employees to 
use them skillfully will require much time and 
hard work. 

The time required for these operations is 
likely to be appreciably greater, the larger the 

(continued on page 29) 
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e The characteristics of present executive behavior 


How Do Managers 
Make Things Happen? 


MERICAN businessmen have realized 
for some time that foreign competitors 
are able to hire workers at lower wage rates. 
They compete with this foreign advantage 
through greater capital investment, better or- 
ganization, and better management methods. 
They find that they are best able to compete 
where the economic “Law of Comparative 
Advantage” (for example proximity to mar- 
kets or large supplies of low cost raw materi- 
als) works in their favor. Much attention is 
paid to these more tangible advantages of 
equipment, materials, and labor costs. Of 
late, even more has been paid to the styles 
of supervision which are applied in business, 
with a view to finding the one which is re- 
sultant of more productivity, lower cost, and 
higher profit. Three major approaches to un- 
derstanding the styles of management and 
their effects have comprised the current re- 
search into what general style of management 
is most effective. 

(1) The American Management Association 
has been probably the most significant influ- 
ence in altering and amending actual manage- 
ment behavior. Here, the pattern is described 
as “education of management by manage- 
ment.” As a giant educational institution, 
AMA takes no position, but arranges forums 
and classes in which successful managers de- 


About the Author— 


George Odiorne is Director of the Bureau of In- 
dustrial Relations and Professor of Industrial Rela- 
tions in this University. This article is based on his 
new book, How Managers Make Things Happen, 
published recently by Prentice-Hall, Inc. 
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scribe their successes and failures to one 
another in a unique combination of exchanged 
experience. From this comes a sort of boot- 
strap effect, with the more successful being 
imitated by those who aspire to such success. 
Organized on a mass basis, managers and staff 
people from all levels of myriad firms tell, lis- 
ten to, and discuss management technique and 
theory with one another. In many ways more 
descriptive (what is) than normative, (what 
should be) it is nonetheless rooted in the prac- 
tical experience of managers who tried and re- 
tried different management methods, and re- 
ported their results to one another. 

(2) The Case Method was developed at 
Harvard and widely adopted as a training and 
educational method by other universities and 
by company manager-development groups. 
The theory of case method is that by study- 
ing hundreds of different but actual situations, 
described and frozen for analysis, the manager 
is able to learn some basic approaches to 
managerial problem-solving and decision- 
making. He becomes “Case Minded,” presum- 
ing that searching for immutable management 
principles is fruitless, studies problem-solving, 
analytical, and decision-making methods. The 
presumption here is that there is no uniform 
pattern of management behavior that will 
work uniformly, but that there are sound 
ways of approaching all problems. It’s this 
method of attacking management problems 
which, the case method men would declare, 
characterizes the management job. Get the 
facts, identify the major problems, find the 
causes, develop alternative solutions, try 


them in action and you have learned manage- 
ment better than by mastering any laws or 
principles. 

(3) Quantitative research into management 
practices comprises the third major approach 
to uncovering what successful managers do. 


This consists in part of social science research __ 


which measures through sociometric and psy- 
chometric measures the effects of managerial 
styles on results. Such researches as the Haw- 
thorne studies, the behavioral research of 
Shartle of Ohio State in leadership, of March 
and Simon into organizational theory, and 
certainly foremost in this category are the 
studies of the Institute for Social Research 
at Michigan. At Yale, such researchers as 
Bakke, Argyris, Walker, and Guest and others 
have studied one dimension or another of this 
problem. Their numbers grow annually. Al- 
though both parties might be affronted at be- 
ing lumped together, the operations research- 
ers and computer people as well as social scien- 
tists take a quantitative approach to the 
study of management and organization 
through the construction of mathematical 
models which describe the behavior of econ- 
omic organizations. 

Filling the interstices between these theories 
are a rash of intuitive judgments, hunches, 
cracker barrel philosophies, and pronounce- 
ments of high level pool-hall savants about 
what successful executives do. Anyone who 
attempts to bridge these three major areas 
of management theory finds himself in a 
fourth world of never-never territory. 


The Great Dualities of Management 
Theory 

Probably the greatest characteristic of such 

debates is that everyone immediately lumps 

all theories into polar opposites. You are either 

a Theory X man or a Theory Y man (Mc- 


Gregor); you adhere to the Rabble Hypo- | 


thesis of group behavior if you are an insti- 
tutionalist (Mayo). You either favor the 
hard line or the soft line in labor relations. 
You favor employee-centered or job-centered 
supervision. You are participative or you are 


autocratic. The purpose of a business is for 
profit or it is for service. It’s an open invita- 
tion to being misunderstood to suggest that 
such simple cause-effect relationships that can 
be used to generalize about management 
theory are adequate. 

The test of any model of management, of 
course, comes when operating data is cranked 
through the model again and again. Small 
companies, and large, private institutions and 
public ones, automobile companies and utili- 
ties, service and manufacturing firms, foreign 
and domestic firms must be tested. 


The Study of Management Action 

In the Bureau of Industrial Relations we 
have over the years adopted a more descrip- 
tive than normative approach to understand- 
ing management behavior. Unlike the AMA 
approach of finding only leading firms, most 
of our research has been descriptive of repre- 
sentative cross sections of industry. If in fact 
only reasonably successful companies have 
proven willing to stand still for research, this 
research has come close to being a blend of the 
three methods. Early studies of 40 firms by the 
Bureau on wage determination and salary de- 
termination (Riegel), studies of selected ex- 
periences in management development in 50 
firms, (Riegel), of the characteristics of en- 
gineers important in their supervision in 10 
firms, (Danielson) and in college recruiting 
by 104 corporations (Odiorne and Hann) are 
representative. Others in the area are research 
into work standards administration, manpow- 
er planning, a study of employee benefits in 
1200 American firms, personnel research de- 
partments, appraisal systems, and labor union 
periodicals. These studies have combined sur- 
vey and interview research methods with case 
studies, plus hundreds of reports by operating 
executives from industry, to describe what is 
being done and with what success. 

Case studies, including twenty in banks, ten 
in credit unions, twelve in insurance compa- 
nies, plus numerous research and engineering 
cases have been developed and analysed. Pri- 
marily developed for instructional purposes, 
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they have provided a basis for generalization 
which is rooted in reality. Combined with the 
insights which come from careful scrutiny of 
social science and quantitative studies of 
mathematical analysis of operations they pro- 
vide the basis for some mature insight by care- 
ful observers. 


Characteristics of Present Executive 
Behavior 

Combined with the accumulated study and 
description of the discipline of economics, such 
interdisciplinary studies afford the experienced 
observer a broad basis for conclusions. My 
own conclusions, drawn from these sources, as 
well as from many hundreds of AMA seminars 
and conferences, management development 
meetings and discussions, many years of ex- 
perience in management positions in industry, 
and the accumulated literature of the respec- 
tive researchers, have led me to believe that 
these things are characteristic of present exec- 
utive behavior in today’s business firm: 

1. Successful managers are oriented most 
heavily (some say too heavily) toward the 
goals of their organization, the results it 
hopes to achieve; toward profits, growth, and 
survival of their firm. (Indeed, success is often 
measured by their commitment to these goals.) 

2. The successful manager is neither a 
hard-nose nor a sentimentalist when it comes 
to people. He relates to them in order to pre- 
dict and control their behavior, to gain their 
support, and to make them productive and 
creative on behalf of his firm’s objectives. He 


may genuinely like people or not, with little 


difference in his results. 

3. There is no such thing as an executive 
personality. There is no trait or combination 
of them that’s always present in the successful 
manager, that’s always missing in the unsuc- 
cessful one. 

4. The amount of freedom and discretion 
which a subordinate can be allowed is a direct 
function of the subordinate’s education, the 
variety of his duties, and the saleability of his 
skills on the labor market. It also is a function 
of any constitutional rights he may have gen- 
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erated for himself (such as through a union) 
as well as the habits his boss may have in 
granting such freedom. This freedom granted 
by a boss is more apt io be a function of the 
state of profit levels and company climate fil- 
tered down from above than any conviction in- 
duced from research results, although training 
does change some attitudes. 

5. Most managers are goal-oriented, and 
more desirous of pleasing their superiors than 
they are of meeting any hypothetical standard 
of increasing democracy in the work place, or 
extending participation to others. 

Participation and Manipulation 

6. Managers will apply participative meth- 
ods to the extent they are forced to by circum- 
stances. These circumstances include such 
forces as the fact that important subordinates 
will quit if they don’t, that the boss demands 
it, that company policy or precedent pre- 
scribes it, that the subordinate has useful ideas 
he would withhold if he weren’t permitted to 
be free, or as a means of improving the pro- 
ductivity of their followers. Despite these cir- 
cumstances which may make participative 
management feasible and practical, managers 
will not adhere to it easily, and often lapse 
into downright order-giving and dictation when 
left to their natural devices under pressure. 

7. Most managers intuitively cling to a 
commodity theory of labor for their subordi- 
nates, and accept and apply the “principles” 
of human relations and participative manage- 
ment because it helps them justify existing 
arrangements or improve the results. To this 
extent they see employees as objects. to be 
manipulated, and management as the mani- 
pulation of the environment, including the 
people who work there, the customers, other 
managers, and their boss when possible. Some 
typical results that are sought by application 
of social science methods are the sale of hard- 
to-sell objects, the creation of artificial mono- 
polies among consumers, the enhancement of 
economic value of employees, strengthening 
their company position in collective bargain- 
ing, or cost reduction. 
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8. Communication for most managers is the 
use of information as a means of power and 
influence. It concerns itself often with per- 
suading people to pursue courses which aid 
the organization rather than the person’s 
immediate desires or his best interests. 

9. Power and influence are qualities upon 
which the law of diminishing returns does not 
apparently work readily when it comes to 
managerial motivation. This power needn’t be 
exercised overtly or in blatant fashion, but is 
equally satisfactory when it has been done 
through applying highly refined, undetectable 
methods of manipulation.. Manipulation of 
the simple sort, and sometimes of the refined 
sort, is easily detected and generates resistance 
and therefore the manager constantly moves 
into higher levels of this art in order to keep 
ahead. Social science is a valued source of new 
undetectable forms of manipulation. 


Values 


10. The value system of most managers is 
a three-stage process of taking care of himself 
first, the company next, and any casual being 
third. Competitors outside the firm rate lowest 
of all, and a generalized love of mankind 
which would extend to protection of competi- 
tors (other than averting anti-trust action) is 
not customary. 

11. Survival of the firm is an important goal 
of the manager and of recent years he has ac- 
cepted objectively the many outside demands 
upon him without excessive complaint—or at 
least open rebellion—in order to achieve this 
survival. These forces include civic and com- 
munity responsibility, functioning as a citizen 
of the community, and relating his firm to the 
entire economy. These actions he justifies to 
himself as necessary to his profit and goal- 
oriented mission. 

12. Service as a company objective is posi- 
tively related to the profit level of the firm 
and the necessity of making this an open 
policy. To avoid, ameliorate, or circumvent 
counteractions by outsiders is common. 

13. Participative management through 
committees, executive staffs, and group actian 


have six reasons for being in most managers’ 

minds. 

a. It blunts latent opposition before it 
arises. 

b. It assures more uniformity of direction. 

c. It trains the members, and enlarges their 

skill and knowledge. 

d. Strategically it packs more weight. 

e. It’s an effective morgue for foolish ideas. 

f. It’s a good repository for destructive 

criticism. 

14. An integral part of management tech- 
nique is to issue rewards and punishments, re- 
act aggressively and decisively when circum- 
stances permit, in such matters as goal setting, 
organizing, setting standards, measuring re- 
sults, and being an improver of the status quo. 


How Important Are 
Management Methods? 


Productivity isn’t solely a function of man- 
agement methods or styles of supervision. 
Able and courageous management can take 
resources and get more from them than inef- 
fective management can from the same re- 
sources. Yet, productivity—like total war— 
is a product of a whole society. It grows out of 
ample natural resources, a trained and experi- 
enced work force, stable money systems, sound 
government, good transportation systems, 
mass marketing, and the prevailing tone of the 
culture in which the business operates. Given 
all of these things alike, the differences in out- 
put and results can be attributed to the dif- 
ferences in skills of the manager in making 
things happen. What constitutes good man- 
agerial behavior, I would suggest, is certainly 
a fruitful field for further research and inves- 
tigation. Such investigation is a chosen field of 
many of us. 

Despite the many things we have discovered 
or can hypothesize about management meth- 
ods, what we know for sure is still quite sparse. 
The only thing we can’t accept as a complete 
generalization is the definition of a leader as 
one who goes first and has followers. This im- 
plies that his leadership is related to the num- 
ber, or quality, and perhaps the performance 
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of his followers rather than any personal 
heroic cast. The leader of a team of passive 
and dependent pipsqueaks is chief pipsqueak. 
His function then is to demonstrate his lead- 
ership through the acquisition, development, 
and motivation of strong followers. On the 
other hand there is a distinction between a 
leader and a patron; the latter being one who 
supports, countenances, endorses, and sub- 
sidizes the course of action chosen by another. 

The unfortunate truth is that field research 
into the subject of management methods is 
limited by inadequate resources and support 
for it. Experience of social science researchers 
over the years has been one which shows a 
positive correlation between the profitability 
of the firm and its willingness to support such 
research. Many fruitful projects have been 
terminated in the middle because of a dip in 
the business cycle, or a decline in the profit 
or cost picture of the firm which had pre- 
viously supported it. 

Not all of the points made here are happy 
ones, nor would I endorse all of them with any 
degree of enthusiasm as being the ideal 
methods of managing. Some are downright ill 
advised. Yet, I suspect that we’re wiser and 
sounder to see the situation as it exists than 
to see it as we would prefer it to be. Based 
upon such realism, we are better armed to im- 
prove it. 


What Must a Manager Do? 


Turning to the more specific managerial be- 
havior that causes things to happen, we can 


classify it into three major groupings. 

a. There are the things which he thinks and 
believes. A manager who makes things hap- 
pen, habitually reacts with dissatisfaction to 
blocks to growth, progress, and improvement. 
He is goal-oriented toward growth, is re- 
bellious toward the status quo in terms of his 
firm’s position. He’s an expert and most 
adroit at overcoming obstacles which bar 
progress. He has a variety of methods for eli- 
minating such obstacles, but he generates from 
within, the urge to make things happen. 

b. He has exceptional abilities to get others 
to do things. He has many talents for moving 
others into action, getting them to be creative 
and to contribute their ideas. He does this by 
making them more flexible in their work 
habits—through effective management of 
group relations, through personal coaching of 
his followers when they need it, by using com- 
petition among his followers to move them on, 
by adroit management of personal staffs and 
of committees, by personally seeing many 
things through inspections that others might 
miss, and by “chewing out” his followers when 
the occasion demands. 

c. He has developed more personal effective- 
ness than most of us. A manager who makes 
things happen seems to pack more into the 
day than most humans. When pressed he 
drives harder, with more control and direction. 
He knows how to make decisions, how to use 
information skillfully, when to fight and how 
to win, and knows how to exploit good luck 
when it knocks. 


Likert—Managing Successfully Today AND Tomorrow 
(continued from page 24) 


organization. There is ample evidence also 
that both the testing and the introduction of 
the system cannot be shortened by a crash 
program. Excessive time pressure is likely to 
be self-defeating. Consequently, if the newer 
System of management is more productive 
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than the traditional, as the experimental tests 
indicate is the case, enterprises which linger 
behind other companies in testing and apply- 
ing this or comparable systems of management 
are likely to face impossible competition a 
decade hence. 
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e A gimmick to attract industry to a town 


Industrial Aid Bonds: Low Cost 
Capital for Private Business 


modern $25 million chemical plant was 

under construction early in 1961 near the 
town of Cherokee, Alabama, financed from 
the proceeds of an issue of bonds by that 
municipality. But Cherokee had no intention 
of entering the chemical field. Instead arrange- 
ments had already been concluded to lease 
this new manufacturing facility to the second 
largest meat packer in the United States, Ar- 
mour & Company. 

Why did Cherokee and Armour go into this 
financing and real estate deal? The reason for 
using this method of financing Armour’s cap- 
ital expenditures lies in the combination of 
Cherokee’s desire to attract industry to its 
area and the town’s ability to borrow money 
more cheaply than can a private corporation. 

Capital Cost Advantage 

The purchaser of a bond issued by Chero- 
kee, or any other municipality, does not pay 
a federal income tax on the interest received 
on this bond. The same investor holding an 
Armour and Company bond must declare as 
taxable income the interest paid him by Ar- 
mour. Therefore, Cherokee doesn’t have to 
pay quite so high a rate of interest as would 
Armour, in borrowing money. That is why 
this is just one of a growing number of in- 
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stances where private business has arranged 
with a municipality to finance construction of 
anewplant. 

Why is the interest on municipal bonds 
exempt from federal income tax? The justifi- 
cation for the tax-exempt status of municipal 
bonds rests on the doctrine that the Federal 
Government on the one hand and the several 
states on the other are immune from taxation 
by the other. This immunity is reciprocal. This 
limitation is not based upon any express pro- 
hibition in the Constitution but is implied 
from the independence of the national and 
state governments within their respective 
spheres and from the provisions of the Consti- 
tution looking toward the maintenance of our 
dual or federal system of government. 

A comparison in Table 1 of the yields of 
high grade corporate bonds and municipal 
bonds for the past fifteen years shows the siz- 
able cost of capital advantage accruing to 
the municipality because of the tax-exempt 
nature of its securities. It is this cost advan- 
tage which some cities have been holding out 
as bait to attract industry. 

Industrial aid development financing, as it 
is called, is just one part of the much bigger 
problem of industrial development programs 
which have become so prominent. States and 
communities are aggressively vying with each 
other to get business to build new plants or 
move existing operations to another locality. 

To the basic plant location factors of labor, 
raw materials, and markets, have been added 
the fringe consideration of state and municipal 
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Table 1 
High Grade Corporate and Municipal Bond 
Yields and Differentials, 1946-60 


Average 

Mun Differen 

Yields Yiel 

1946 2.53% 1.10% 1.43% 
1947 2.61 1.45 1.16 
1948 2.82 1.87 95 
1949 2.66 1.65 1.01 
1950 2.62 1.56 1.06 
1951 2.86 1.61 1.25 
1952 2.96 1.80 1.16 
1953 3.20 2.31 89 
1954 2.90 2.04 86 
1955 3.06 2.18 88 
1956 3.36 2.51 85 
1957 3.89 3.10 79 
1958 3.79 2.92 87 
1959 4.38 3.35 1.03 
1960 4.41 3.26 1.15 


Source: Moody’s Investors’ Service, Aaa Corporate 
and Municipal bond yields. 
aid programs. Some of these are based on tax 
concessions or land grants. In others, Develop- 
ment Credit Corporations pool local financial 
institutions’ funds and strive to make local 
financing more readily available at lower cost. 
And civic programs abound, designed to create 
an attractive environment or climate for new 
and existing businesses. This article deals 
only with considerations involving the use of 
state and municipal credit and the lower in- 
terest cost of capital thereon as an entice- 
ment influencing the location or relocation ¢/ 
business plant. 


How It Started 


The current development originated in the 
1936 enactment of the State of Mississippi 
authorizing the issuance of general obliga- 
tion bonds by municipalities for industrial 
development purposes. But it wasn’t until the 
past decade that this financing technique was 
used in sufficient quantity to excite much at- 
tention. Table 2 shows that 265 different 
bond issues amounting to more than $145 


1For an interesting nm and evaluation of 
the effectiveness of industrial development programs 
in a broad sense see: Thomas P. Bergin and William 
F. Eagan, “How Effective Are Industrial Development 
ati Michigan Business Review, January, 


NOVEMBER, 1961 


million nave been marketed by municipalities 
to provide iacilities for private corporations. 
The great halk of this total has appeared on 
ihe scene since 1°50, for only since that date 
have cities in .ce following states been auth- 
orized to use industrial development bonds: 
Alabaraa, Arkansas, Illinois, Kansas, Louisi- 
ana, Maiyiand, Missouri, Nebraska, New 
Mexico, Tennessee, and Vermont. 


Table 2 
Amounts of Industrial Aid Bonds 
Issued Through March 1961 


State No. of Issues Amount 
Alabama 18 $ 38,427,000 
Arkansas 7 4,960,000 
Georgia 1 3,500,000 
Kentucky 17 20,321,000 
Louisiana 10 1,850,000 
Mississippi 204 68,438,000 
New Mexico 1 4,480,000 
Tennessee 7 3,350,000 

Total 265 $145,326,000 


Source: The Bond Buyer 


Business corporations, local governing bod- 
ies, labor unions, investment bankers, and the 
public in its role as taxpayer, all have a stake 
in this problem. Strangely, perhaps, the in- 
vestment bankers and labor unions find them- 
selves in staunch agreement here. Both, 
though for radically different reasons, agree 
strongly that the use of municipal bonds for 
financing private business plants is totally 
wrong. Yet more than half of our states now 
have enacted laws or have laws pending per- 
mitting the state or iocal government bodies 
to issue municipal bonds, build a plant with 
the proceeds, and then lease this plant to a 
private business. The lease or rental payments 
are used to pay the interest and principal due 
on the municipal bonds. 


How It Works 


In deciding where to locate a new business 
or relocate an existing operation the cost-con- 
scious businessman may choose Cherokee, 
Alabama instead of Muskegon, Michigan if 
Cherokee offers to build the needed facilities 
with cheap municipal bond capital and rent 


the plant to the user at cost. Muskegon can- 
not compete on this basis since Michigan has 
no legislation permitting Michigan municipal- 
ities to engage in industrial development 
financing. 

A hypothetical example points up the extent 
of the savings accruing to a private corpora- 
tion financing its capital needs via industrial 
aid bonds as compared to direct financing. 
In this illustration it is assumed that a cor- 
poration with annual sales of $10 million and 
material and labor costs totaling $7 million 
needs a $20 million plant. It is further as- 
sumed that this new building has an economic 
life of 25 years and that the company charges 
depreciation on a straight line basis or 
$800,000 per year. 

If the company issues its own bonds at 5 
per cent, the interest charges each year aggre- 
gate $1 million. The income statement will 
work out as follows showing a profit of 
$576,000. 


Hypo Corporation 
Annual Income Statement 


Direct Financing 

Revenues $10,000,000 
Expenses: Materials $5,000,000 
Labor 2,000,000 
Depreciation 800,000 

Interest 1,000,000 8,800,000 

Taxable Income $ 1,200,000 

Corporate Income Taxes @ 52% 624,000 

Net Profit $ 576,000 


As an alternative to building the new facili- 
ties with its own money the company might 
reach an agreement with a city whereby the 
latter issues a $20 million bond issue due in 25 
years with a coupon of 4 per cent, 1 per cent 
less than the corporate bond rate. The city 
builds the plant and the corporation signs a 
lease requiring the latter to pay $1,600,000 
per year to the city for the next 25 years. This 
annual rental permits the city to pay $800,000 
per year in interest (4 per cent of $20 million) 
and set another $800,000 aside to apply to re- 
tirement of the $20 million principal. In 25 
years, at $800,000 per year, an amount will 


be accumulated sufficient to pay off the par 
value of the industrial aid bond. 

From the business viewpoint under this ar- 
rangement the income statement shows no 
change in sales or material and labor expenses. 
No depreciation charge is made, however, 
for the company does not own the plant. The 
annual lease payment of $1,600,000 is ex- 
pensed before corporate income taxes are com- 
puted. Net profit of $672,000 is significantly 
higher than if the company had financed this 
plant directly. 

Hypo Corporation 
Annual Income Statement 
Financing via Industrial 

Development Bonds 


Revenues $10,000,000 
: Materials $5,000,000 
Labor 2,000,000 
Depreciation 
Lease Payment 1,600,000 8,600,000 
Taxable Income 1,400,000 
Corporate Income Taxes @ 52% 728,000 
Net Profit $ 672,000 


The difference of $96,000 in net profit in 
these two income statements represents the 
annual after-tax advantage accruing to this 
corporation because it financed its plant 
through the city’s industrial development 
bonds instead of with a bond issue of the firm 
itself. 


Some Problems 


Before criticizing Michigan and those states 
which to date have not fought fire with fire 
and sanctioned industrial development financ- 
ing via municipal bonds, a quick look at his- 
tory reveals the need for deliberate considera- 
tion of this situation. The historical record of 
public financing by states and their subdivi- 
sions for private business purposes is fright- 
eningly bleak. The use of railroad commer- 
cial aid bonds by municipalities and states in 
the period of railroad expansion a century ago 
points up vividly the danger to public credit 
today and in the future if too vigorous com- 
petition for private business is used as an ex- 
cuse for wholesale issuance of public bonds. 


_ 


Bankruptcies and defaults on these railroad- 
aid bonds so damaged the credit rating of 
many cities that constitutional limitations 
were adopted in a majority of the states. 
These provisions in general prohibited the 
lending of the credit of the state or subdivi- 
sion to any individuals, associations, or cor- 
porations. These historical financial difficul- 
ties stemmed largely from the fact that the 
cities pledged their full taxing power behind 
the railroad-aid bonds. When the railroad ran 
into trouble and couldn’t pay the rental, so 
did the city which stood behind the railroad- 
aid bond. 

Potentially dangerous parallels exist today. 
Mississippi, which pioneered the use of in- 
dustrial aid bonds, provides that if the rental 
payments from the specific projects financed 
via these bonds are inadequate to service the 
bonds, the full taxing power of the city issu- 
ing the bond would be called upon to raise 
money to pay the bondholders. 

It is difficult to criticize a business such as 
Armour & Co. for seeking the lowest cost 
method of expansion. It is equally hard to 
condemn the city fathers of Cherokee, Ala- 
bama for striving hard to entice a firm like 
Armour to locate a chemical plant in their 
city. The stimulus to local business from 
the addition of a sizeable new payroll may 
be most beneficial. From another viewpoint, 
however, the textile union leader who sees a 
plant moved from Massachusetts to Arkansas 
because of cost of capital advantages seems 
justified in crying “Foul!” as he tries to look 
after the best interests of those whom he rep- 
resents. His suggested solution—to remove 
the tax-exempt status of municipal industrial 
financing bonds—brings up the much more 
complex and far reaching problem of the sta- 
tus of all tax-exempt bonds. 

With tax-exempts under fire, investment 
bankers rally to support the labor leaders in 
condemning the use of municipal bonds for 
financing private industrial firms. The security 
distributors who have seen the tax-exempt 
feature of municipals attacked time after time 
are super-sensitive regarding any “mis-use” 
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of tax-exempts. Their fear is that criticism of 
the use of industrial development bonds may 
be used as an entering wedge for an attempted 
elimination via federal government action of 
the tax-exempt feature on all state and muni- 
cipal bonds. Investment bankers argue, as do 
thousands of municipal and state government 
officials, that the tax-exempt feature is based 
on the constitutional right of one sovereign 
power and its instruments not to be taxed by 
another. Since a constitutional right is in- 
volved, it is difficult to see how the use of in- 
dustrial development bonds can be used as an 
excuse to eliminate the tax exempt status of 
municipals, unless a constitutional amendment 
were to be ratified by three-fourths of the 
states. This action seems highly improbable. 


A Proposed Solution 


Is there a workable solution to the impasse 
which exists when a sovereign state such as 
Nebraska legalizes the use of industrial bonds 
by its municipalities and the competitive ad- 
vantage this gives Nebraska’s cities over 
Michigan’s in attracting industry? Michigan 
cannot order Nebraska to reverse her action. 
Nor does it seem wise under a dual system of 
government to suggest that Washington, D.C. 
should become entangled here in a problem 
which involves states’ rights. 

Michigan’s or Massachusetts’ best defense 
against “unfair” competition of tax exempt 
industrial financing seems to be to set up 
legislation permitting its cities to offer, if 
necessary, the capital cost advantages now 
held out to corporations by such states as Ala- 
bama and Arkansas. Michigan, and any other 
state, can do this. 

If all states provide for the use of indus- 
trial aid bonds, the fifty states and their muni- 
cipalities would then be on the same basis in 
competing for industry from the standpoint 
of capital cost as it relates to the tax-exempt 
feature. In other words the rules as they re- 
late to cost of capital would be uniform for 
all. It is entirely possible that removal of the 
competitive advantage which exists today 
wherein one city uses industrial development 


bonds to lure business to its area instead of 
somewhere else, may result in no municipality 
or state using this device. What today is an 
advantage would be neutralized. Very simply, 
why should any city build a plant for a private 
corporation—other things being equal—un- 
less by so doing it can influence the business 
decision to locate in that specific area? Any 
cost of capital advantages over other locations 
because the capital was raised via cheap muni- 
cipal bonds no longer would be significant. 
The tax-exempt capital can be matched or 
countered by all other municipalities. 

If legalized, the use of municipal bonds in 
this manner definitely should be restricted to 
revenue municipal bonds, whose interest and 
principal repayment depend solely on rev- 
enues derived from the specific enterprise in- 
volved. Alabama and Nebraska have included 
this provision in their enabling legislation. If 
this is done, the general credit of the munici- 
pality is not involved and the bond buyer is 
forced to evaluate the credit rating of the pri- 
vate corporation renting the facilities. Default 
here would not bankrupt the city but would 
concern the bondholder and the corroration 
leasing the plant. If revenue bonds and not 
general obligations are involved, no financial 
risk to the local taxpayers is at stake as was 
the case when the railroad-aid bonds were in 
default. 


A Proposed Alternative Solution 
An alternative solution to the one proposed 


above is offered by a bill introduced by Con- | 


gressman Robert Griffin of Michigan in the 
House of Representatives. This bill and a sim- 
ilar one introduced in 1955 would deny cor- 
porations the right to deduct for federal in- 
come tax purposes sums paid for occupancy 
of property financed by industrial develop- 
ment bond issues. 


Two objections to this proposal should be 
noted. First, the problem involved is one con- 
cerning states and their political subdivisions 
vying for industry. If our federal system of 
government is going to continue to operate ef- 
fectively with both national and state govern- 
ments, requiring Uncle Sam to settle a prob- 
lem involving one state versus another seems 
unwise. 

Secondly, the use of the federal income tax 
as a policing weapon to eliminate something 
deemed undesirable is a gross misuse of the 
revenue-raising power granted the federal 
government in the 16th amendment. 


Conclusion 

The “second war between the states”—as 
some have begun to refer to the use of indus- 
trial aid development bonds—has assumed a 
quantitative importance which no longer can 
be ignored. Nearly $150 million of these bonds 
have been marketed in the past decade. And 
more are coming. 

The existing situation wherein some states 
and their political subdivisions are offering 
low cost tax-exempt bond capital to private 
business} while other cities cannot does not 
seem to'be fair and probably will not be tol- 
erated for long. Either all states should permit 
the issuance of industrial aid bonds or none 
should authorize their use. 

As a practical matter with so many states, 
wisely or unwisely, already authorizing in- 
dustrial aid bonds, and in full recognition of 
the sovereign power status of each state, the 
most feasible solution appears to be to en- 
courage the rest of the states to pass legisla- 
tion permitting the use of industrial develop- 
ment bonds. If this is done, plant location de- 
cisions will revert to being based on consider- 
ations of labor, materials, and markets while 
low cost tax-exempt capital will cease to be a 
competitive influence. 
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e Practical suggestions for making effective 
use of an important business tool 


Effective Conference 
Planning and Leadership 


ITH the growth of American business 

and the subsequent decentralization of 
its management, it became recognized that 
new tools for communication and decision- 
making would be necessary. One of the tools 
developed has been the “management con- 
ference.” 

At the present time management confer- 
ences represent an investment by American 
businesses of several hundred million dollars 
each year. Their widespread use has resulted 
from the discovery by management people 
that much benefit can be obtained from lis- 
tening to subordinates as well as in talking 
with each other; it has also come to be rea- 
lized that conferences tend to insure that 
all aspects of a given problem are discovered 
and considered before a decision is reached. 
All too frequently, however, the time invested 
in conferences yields a much lower return 


. than could be reasonably expected. A major 


reason is ineffective planning and leadership. 
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For a conference to achieve maximum ef- 
fectiveness, it is initially necessary that several 
factors be recognized: First, a conference 
should be held only when no alternative 
method could more effectively accomplish the 
desired objectives. Second, the time devoted 
to each conference should be held to a mini- — 
mum, Third, an effective conference requires 
conscious effort in its planning, organization, 
and leadership. 


Conference Planning 

Perhaps the greatest cause of ineffective 
conferences is inadequate planning. This gen- 
erally results either from not knowing the 
nature of a conference and the key ingre- 
dients in its planning or else from failure to 
put this knowledge into practice. Following 
are the important factors in successful con- 
ference planning: 


1. Knowledge about the Nature of a Con- 
ference 


Before any conference can be planned effec- 
tively, it is first necessary to have a full 
understanding of the nature of a conference. 
Basically, a conference is a meeting of indi- 
viduals for the purpose of solving one or more 
problems through the inter-exchange of ideas 
and information. This inter-exchange is ef- 
fected by encouraging the effective thinking 
and frank expression of all those present. In 
order to do this, objective, unbiased discussion 
must be conducted in a climate free from 
emotional conflict. 


~ 


2. Formulation of Objectives 

It is next necessary to arrive at a clear, 
concise, and realistic definition of the purpose 
and objectives to be achieved. Stated as a 
question for the conference planner to resolve, 
“what above everything else are the hoped-for 
outcomes of the conference?” A clear formu- 
lation of objectives is of value not only to the 
eventual participants but also to the leader in 
planning each of the other pre-conference 
factors. For example, formulation of the pur- 
poses or objectives will logically lead into 
consideration of whether a conference is the 
best method of accomplishing the objectives. 


3. Consideration of Alternative Methods of 

Accomplishing Objectives 

Since a conference is merely a means by 
which information or ideas are communicated 
among a group of people in order to arrive 
at a decision, the individual contemplating a 
conference should first consider whether writ- 
ten memoranda, letters, telephone cails, in- 
dividual discussions, or other methods of 
communication would accomplish the desired 
objectives with equal or greater effectiveness 
or with less time. A conference is only a means 
to an end, not an end in itself; that is, a con- 
ference is actually only advisory in nature; 
the crossfire of discussion by experienced 
minds is to help the decision-maker make up 
his mind—not to do it for him. 

For a conference to be fully effective, it 
must deal with subjects which are real, speci- 
fic, and of significant and common interest to 
all participants. The subject should also in- 
volve a specific preblem or a recognized diffi- 
culty. If effectively piaincd, organized, and 
conducted, a conference frequently has the 
following advantages over alternative means 
of arriving at decisions: 

(1) It is the surest way of being certain 
that all known factors are presented and 
evaluated. 

(2) It can reduce tensions to a minimum 
and can resolve conflicting viewpoints by 
bringing them out into the open. 

(3) If effective, it can save many man- 


hours of time; conversely, if ineffective, it 
can be an expensive waste of time, money 
and effort. 

4. Initiation and Maintenance of Idea File 

The conference planner should begin an 
“idea file,” preferably on standard size note 
cards, as soon as possible. Whenever a perti- 
nent idea occurs, it should be jotted down and 
filed for future reference under the appro- 
priate category, such as “participants, visual 
aids, or agenda.” By the time he is ready to 
initiate the detailed planning, the planner 
should have a wealth of ideas which will make 
the actual planning relatively easy and which 
will contribute toward the success of the con- 
ferences. Planners of relatively small confer- 
ences frequently do not have to follow such a 
formal approach but even they can benefit 
from first jotting down ideas as they occur dur- 
ing the time preceding the detailed planning. 
5. Selection of Chairman 

Although in some instances the planner 
and chairman of a conference are synonymous, 
it is frequently necessary for the planner to 
select a chairman other than himself. Since the 
function of the chairman is perhaps the most 
important in a conference, careful thought 
should be given to his selection. 

Leading a conference effectively is an art, 
and a man may be a fine administrator with- 
out possessing this particular skill. Although 
the function of chairman is frequently as- 
signed to the man who presumably knows 
most about the subject, he frequently may 
not be the individual best qualified for this 
job. The basic rule for selecting ac man 
is simply to name the man who will make the 
best leader. Conceivably he can do the job 
well and still know less about the subject at 
hand than any individual in the group. 

The attributes of a good conference chair- 
man include the foliowing: 

(1) Adequate knowledge of subject, 

(2) Awareness of strengths and weaknesses 
of participants, 

(3) Efficiency in presenting subject cor- 
rectly and clarifying it as necessary, 
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(4) Skill at directing and coaching the 
group thinking in an orderly manner, 

(5) Ability to keep things moving when 
they otherwise might get sticky, and 

(6) Ability to summarize the discussion 
at appropriate times. 


6. Preparation of Conference Agenda 

Conferences which operate with maximum 
effectiveness are generally those which are 
thought out beforehand in the minds of the 
planner, the leader, and the participants. If 
the conference will involve many participants, 
an agenda is usually advisable; even with 
small conferences an agenda is of value. It 
should be prepared by the planner in consulta- 
tion with the chairman and, where appro- 
priate, with the participants and it should be 
transmitted to the participants in sufficient 
time prior to the conference to enable them 
to make necessary preparations. It should 
awaken interest and give the participants a 
sense of purpose and direction. 

Although preparation of an agenda requires 
time and effort, it forces the planner and 
leader to consider and define the actual prob- 
lem. An agenda also reviews the problem 
briefly and brings the participants together 
with at least a basic understanding of what is 
to be discussed. Further, it gives the partici- 
pants an opportunity to examine the problem 
in advance and to gather information which 
will be of value during the conference. Finally, 
by listing the participants, it provides an 
indication of the opposing views which may 
be presented and which will have to be re- 
solved. 

In whatever form is most appropriate, an 
agenda should cover the key points of “when, 
where, who, what, why, and how long.” The 
“when, where and who” are self-explanatory. 
The “what” includes a listing of each subject 
to be discussed, together with brief back- 
ground information if necessary. The “why” 
should cover the reason for the conference, 
including the objectives sought. The “how 
long” indicates the estimated length of the 
conference so that the participants may make 
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plans for other work preceding and following 
the meeting. 

Although a complete agenda is desirable, it 
is usually not possible to create, beforehand, a 
foolproof one, because situations change and 
the chairman frequently cannot perceive all 
possible subjects until he sees them through 
the eyes of the participants. For this reason, 
if the chairman invites the participants at the 
start of a conference to add to and improve 
the agenda, the original planning will usually 
be improved and updated. 


7. Selection of Participants 


The conference participants should be se- 
lected primarily on the basis of what they can 
contribute, but also with an eye to their will- 
ingness to co-operate with the chairman and 
with each other, to participate in the discus- 
sion, to restrain their prejudices and respect 
the points of view of the other participants, 
to share their experiences for the common 
good, and to conform to the usual conference 
courtesies. Each participant should be earnest 
about finding out all he can about the sub- 
ject prior to and during the conference. In 
addition, it is desirable to include participants 
whose views are known to be opposing, so that 
all sides of the question may be examined. 

A frequent weakness of conferences is their 
excessive number of participants, which re- 
sults in a waste of time and talent and in 
ineffectiveness in arriving at the desired ob- 
jectives. As to how many should attend, a 
good rule-of-thumb is to include only those 
resource individuals and department repre- 
sentatives who are essential for achieving the 
objectives. Where more than one department 
is involved, it is usually desirable to have 
only a minimum number of representatives 
from each department. Each participant 
should be fully aware of and should represent 
the viewpoint of his department; he should 
also have decision-making authority for his 
department. 

In terms of specific numbers, no more than 
fifteen individuals should attend, with ten or 
twelve being much better. 
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8. Determination of Appropriate Timing and 

Scheduling 

A schedule should be planned in which 
timing is not too tight for effective work and 
yet not so leisurely as to let the conference 
sink into the doldrums. The timing needs to 
be somewhat fluid so as to make the most of 
new opportunities. 

The exact time for holding a conference 
usually depends on three factors, which gen- 
erally vary in relative importance in accord- 
ance with the underlying circumstances. First, 
and frequently of primary importance, is the 
factor of how soon the objectives have to be 
accomplished; situations requiring action in 
the very near future will, of course, require 
an early meeting, whereas those of less 
urgency can be held later and greater consid- 
eration can be given to the other two major 
factors involved in timing. Another major 
factor concerns how soon the pertinent infor- 
mation can be assembled for the meeting; 
although a more thorough job can be done 
with additional time, it frequently is necessary 
to limit the time devoted to assembling in- 
formation. 

The third factor concerns selection of a time 
which is satisfactory for all participants. The 
planner needs to recognize that the partici- 
pants have other demands on their time and 
that, depending on its urgency, a time which 
interferes least with these other demands will 
probably be desirable for the conference. Be- 
cause of these other demands on the time of 
the participants, they should be notified of the 
starting and ending time sufficiently in ad- 
vance by means of the conference agenda. 

Since conferences usually involve several or 
many man-hours of valuable time, it is im- 
perative that the chairman hold the length of 
_ the conference to a minimum. To accomplish 
this, the conference should begin on time and 
end on time. For the chairman himself to be 
late is inexcusable, and tardiness by others 
should be made to weigh on their consciences. 


9. Formulation of Pre-Conference Assignments 
Adequate information is essential for any 


conference. Lack of it is one of the major 
causes of failure. To insure adequate infor- 
mation, it is necessary for the planner to do 
three things: Determine exactly what infor- 
mation should be presented or at least be 
available at the conference; determine the 
individual or individuals best qualified to 
obtain this information prior to the confer- 
ence; and request these individuals to have 
the information at the conference. Conclusions 
are no better than the data on which they 
are based. 

The information may be readily available 
to the individuals assigned to obtain it or may 
require thorough exploration. However, for 
the planner to assume that someone at the 
conference will have the necessary information 
without having been requested in advance to 
obtain it can be disastrous. When vital infor- 
mation is missing, the conference may wander 
and finally break up for lack of facts, or the 
participants may debate endlessly around the 
issue without regard to what the facts may 
actually be, or at worst they may agree on a 
compromise of the facts and proceed to a 
decision based on guesswork. 

Although it is not necessary that all par- 
ticipants have pre-conference assignments, 
such assignments usually help to stimulate 
interest and enthusiasm. 


10. Provision of All Necessary Facilities 

The final step involved in the planning 
function is arranging for the necessary facili- 
ties. This includes an appropriate meeting 
room, tables, chairs, note pads, pencils, and 
visual aids. 

Conference Leadership 

The conference itself usually involves five 
separate phases, and effective leadership is 
necessary in each phase. These phases include: 


1. Presentation of the Problem 

In his opening remarks, the chairman 
should state briefly the purpose of the con- 
ference, indicate the ground rules and time 
limitations, and define the problem explicitly. 
If there are some participants present who 
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are not intimately acquainted with the prob- 
lem, he should define terms and concepts 
which are fundamental and which may not 
be understood, and should do everything pos- 
sible to insure that all participants have a 
clear and uniform understanding of the 
problem. 

2. Presentation of Information 

The chairman will want to call on some or 
all of the participants who were given pre- 
conference assignments to present the infor- 
mation they have obtained. One effective way 
is to ask the proponent of an idea to explain 
it; then, turning to a participant who he sus- 
pects is in opposition, the chairman may ask 
him to present the information he was re- 
quested to obtain. When the contrasting views 
are before the group, the chairman should 
then ask the other participants to present 
their information. 

3. Discussion 

After all of the pertinent information and 
facts have been presented, the chairman 
should start the discussion by asking for 
opinions about the statements which have 
been made or by asking an “overhead” ques- 
tion which anyone may answer. He should 
try to let the participants volunteer their ideas 
if they will, but if necessary, he may call on 
specific persons in order to make sure that no 
individual escapes the responsibility of put- 
ting his thoughts on the record. The chairman 
needs to listen carefully, probe statements 
where necessary for further amplification, and 
occasionally supply facts and ideas when they 
are not mentioned voluntarily by one of the 
participants. 

The chairman must keep the discussion 
moving forward on pertinent subjects. To do 
this, he must maintain an attitude or climate 
of tight discipline over the conference. This 
discipline, however, must never take the form 
of domination of the group toward prede- 
termined conclusions, for morale completely 
disappears whenever it becomes apparent that 
the conference is a rubber stamp. Yet, subtly, 
the chairman must keep the meeting moving. 
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Two frequent impediments to progress are 
the participants who talk too often and too 
much and, on the other hand, those who have 
wise judgment but who are timid or inarticu- 
late. The first type of individual can usually 
be handled, after he has had sufficient time, 
by a statement such as “I think the group 
understands your point of view pretty well 
now, Bill, so I wonder if we could bear what 
some of the rest of the group thinks.” The 
timid participant can usually be drawn into 
the discussion by a statement such as “I’d 
like to know what Jack thinks about this.” 
4. Evaluation of Ideas 

While the meeting is progressing, the chair- 
man should make written notes which he can 
use in helping the group to evaluate the re- 
sults by a weighting, evaluation, or other 
synthesis of the ideas expressed. He must 
obtain the group’s evaluations and conch. -ions 
about the various ideas which have been pre- 
sented. 


5. Summarization 


Shortly before the stipulated close of the 
meeting, the chairman should sum up the 
consensus as he sees it, trying to do so with 
complete objectivity even though he himself 
may not fully agree with the conclusion. 
Although he emphasizes the points of general 
agreement or consensus, he should also recog- 
nize any minority opinion. If he is challenged 
on any conclusion, he should of course correct 
it to agree with the consensus. After all con- 
clusions have been stated, the chairman 


should promptly adjourn the meeting. 


Conclusion 


The conclusions and recommendations which 
result from conferences thus planned and 
conducted can be of great value to a business 
organization. They can help the executive 
responsible for solving a particular problem 
make up his mind, but they should never be 
empowered with decision-making responsibili- 
ties lest they become a refuge for cowardice 
and indecision. 
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